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PERFECT FOR POWERHOUSES 


Every feature of a Q-Panel is: 
Designed Re pence a rd Seles hac te aeons: Evans ‘ . desirable feature Sor poocene 
& Delahanty, Associate Architects. construction ... which explains why Q-Pandl 
have captured the powerhouse market. 
Q-Panels go up fast—50 sq. ft. in 9 minutes. 
small crew quickly attaches the panel to the sted 
framework. Little blocks don’t pile up fast. If 
much quicker to hang a wall than to pile it 
Q-Panels provide a maintenance-free exterio 
they are available in a variety of materials fo 
exterior finishes, depending on their availabili 
at time of ordering. 
A Q-Panel is an insulated metal sandwich, onl 
3” thick but with insulation value greater than 
12” masonry wall. 
The striking fluted surface of Q-Panels is now 
familiar sight on powerhouses from coast to coas 


Write for Q-Panel Catalog 


H. H. ROBERTSON COE: 


Factories in Ambridge, Pa.; Hamilton, Ontario; Ellesmerepost, England. 


2404 Farmers Bank Building , i>. Offices in ALL Pincipal Cit 
Pittsburgh 22, Pennsylvania = # 9% in the U.S.A. and Cana 


World-Wide Building Service 
lowa Public Service Co., Eagle Grove, lowa 


Designed and built by lowa Public Service Tennessee Valley Authority Watauga Project Note clean, quick, dry, safe, 
Engineers and J. F. Pritchard & Co. Elizabethton, Tenn. curtain-wall construc'ion. 
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EFFICIENCY MAINTENANCE 


CYCLONE ¢ Simplifies attainment | * Simple construction. 


STEAM of higher pressures for greater | * No pumps, motors to main: 
cycle efficiency. tain. 

SEPARATOR e Less chance of having 
burned-out tubes. 
e Less carry-over deposit on 
‘superheater tubes. 
* Cleaner turbines. 
e Fewer turbine outages. 


DIVIDED 
FURNACE 
CONSTRUCTION. 
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By assuring adequate and positive circulation, 
B&W’s Cyclone Steam Separator has made pos- 
sible higher steam pressures, greater turbine effi- 
ciency, and has facilitated the use of Divided Fur- 
nace Construction to reduce material costs and 
keep boiler and building volume to a minimum. 
These engineering advances make possible cost and 
operating savings enjoyed exclusively by operators 
of B&W central station and industrial boilers. 
The chart below suggests many of these savings. . . 
all merit serious consideration in your evaluation. 


important 
answers 
to rising 
cosis 


We will be pleased to discuss these and other 
practical developments of B&W Research and 
Engineering as they relate to your power genera- 
tion program and facilities. The Babcock & Wilcox 
Company, Boiler Division, 161 East 42nd Street, 
New York 17, N. Y. 





BOILER 
DIVISION 





AVAILABILITY 


* No unnecessary restrictions 
in water flow path. 

* Consistent high steam purity. 
* Positive circulation to all 
circuits, 

* Fewer tube burn-outs. 


AUXILIARY POWER 


e No power required for 
circulation. 


INITIAL COST 


¢ No pumps, motors or con- 
nections. 


ACCEPTANCE 


The simple, highly efficient Cyclone Steam Sepa- 
rator has been proved in thousands of central 
station and industrial installations...has made 
possible B&W’s singular success with high pressure 
boilers. In the range over 2000 psi, more than 
14 B&W boilers are in operation...some with 
records extending over 14 years...and an addi- 
tional 60 units are being built. 





* Reduces slagging in furnace 
and convection surfaces. 








¢ Greater cooling surface 
without increasing furnace vol- 
ume reduces steel and other 
material costs by keeping 
boiler and building volume to 
a minimum. Lowers furnace 
construction costs. Saving in 
boiler cost. 





Long term central station operation at boiler design 
pressures as high as 2650 psi, has proved the 
cost-saving advantages of B& W's Divided-Furnace 
construction in all types of large units. Many of 
the more than 95 B&W Divided-Furnace Bollers 
in operation have been in service for over 12 
years, and more than 90 additional units are now 
on order. 
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fy issue might be called, in a sense, 
an “all economic” issue. It so hap- 
pens that the three major articles all deal 
with specialized aspects of problems of 
public utility economics as they have de- 
veloped under regulation. Inflation, de- 
preciation, rate of return, and the rate 
base composition are the well-known 
major factors treated. 


It is probably symptomatic of the times 
through which we are passing that the 
problems of public utility industries have 
become more difficult in the area of 
economic requirements than in former 
years. Both Edison’s electric light and 
Bell’s telephone have passed their seventy- 
fifth birthday, which recalls that around 
the turn of the century, when public utili- 
ties were struggling for establishment. 
such questions as patent rights, franchise 
and territorial rights were probably more 
urgent than the question of whether rates 
were producing earnings sufficient to 
ensure continued investment. 





EarLier in the century, when the pub- 
lic utilities had become established and 
were faced with the need for business 
expansion, service questions and promo- 
tional techniques were matters uppermost 
in the minds of management. But in re- 
cent years the tendency of regulation to 



















FRANK L. GRIFFITH 


with the Codlitors 





















PAUL GRADY 


confine earnings to preconceived arith- 
metical limits has placed more and more 
emphasis on keeping the flow of capital 
investment at a safe level. Hence the 
stress being placed on the basic question 
of doing justice to the investor under 
modern rate regulatory processes so as to 
attract capital. 


L_ opening article in this issue deals 
with the challenge of stating the cost 
of plant investment which has been ex- 
hausted in terms of current dollar values. 
The author is FRANK L. GRIFFITH, vice 
president and comptroller of The Peoples 
Gas Light and Coke Company, which 
serves the Chicago area. He has made an 
interesting analysis of collateral factors, 
including return and the specific prob- 
lem of depreciation or amortization of 
‘property exhaustion cost.” 


Mr. GriFFITH is a graduate of Lake 
Forest College in Illinois. He served with 
the Air Corps in World War I and joined 
The Peoples Gas Light and Coke Com- 
pany after his discharge from the service 
in 1919. He was made assistant secretary 
and assistant treasurer in 1927 and be- 
came vice president and comptroller in 
1934. He has always taken an active in- 
terest in the work of a number of com- 
mittees of the American Gas Association, 
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At your request 


we will be pleased to send this new, illustrated booklet 


describing our consulting and design engineering services. 


Write Department E 
° t 
iene 20 Pine Street, New York 5, N. Y. 
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PAGES WITH THE EDITORS (Continued) 


especially those dealing with taxes, depre- 
ciation, and rates. 


ok * * *k 


HE second instalment of the 3-part 

series of articles on capital cost and 
fair return (beginning on page 340) deals 
with the meaning of competitive cost and 
competitive return. The first article in 
this series by Dr. J. RuHoaps Foster, 
managing partner of Foster Associates, 
developed the various meanings of cost 
of capital. 


* * *K * 


HE third article in this “all economic” 

issue is on the subject of recognizing 
fair value. This is certainly a replowing 
of well-harrowed ground, but the author 
of the article beginning on page 357, 
PauL Grapy, partner of Price Water- 
house & Co., takes an unusually forthright 
approach. The postwar inflationary period 
has worn thin some of the original argu- 
ments about using net investment as the 
rate base. This has been variously justi- 
fied on the grounds that (1) it is con- 
venient and easily ascertainable; (2) tends 
to strike an economic balance between in- 
vestor and consumer over a long period, 
through offsetting ups and downs in the 
price level ; and (3) reinforces the stability 
of utility equity securities. Mr. Grapy 
does not agree with these reasons. But 
above all that, he finds that original cost 
is simply not a fair or just basis for rate 
making under economic conditions which 
now prevail and are likely to prevail for 
the indefinite future. 


J. RHOADS FOSTER 


Mr. Grapy is a member of the Ameri- 
can Institute of Accountants and a former 
chairman of its committee on public utility 
accounting. He was also chairman of its 
committee on auditing procedure from 
1944 to 1948 and a chairman of its com- 
mittee on co-operation with bankers. Mr. 
Grapy graduated from the University of 
Illinois and has been engaged in public 
accounting in New York and Chicago 
since 1923, except for a brief period 
(1942-43) when he served as an executive 
assistant in the Navy Department. He 
was director of the task force covering 
government lending agencies for the 
Hoover Commission in 1948. He is 
a member of both the New York 
and Illinois societies of certified public 
accountants. 


— the important decisions pre- 
printed from Public Utilities Re- 
ports in the back of this number, may be 
found the following : 


Tue Arkansas commission adopts a 
telephone company’s net investment in 
property as the most appropriate measure 
of value for rate-making purposes. (See 
page 1.) 


THE basic test of the adequacy of the 
return for a utility is, according to the 
Arkansas commission, the cost of servic- 
ing and attracting capital. (See page 1.) 


THE Florida commission authorizes a 
gas company to reduce commercial rates 
in three communities to enable the com- 
pany to compete with nonregulated fuels. 
(See page 24.) 


THE Massachusetts Department of 
Public Utilities authorizes a transit com- 
pany operating on an over-all marginal 
revenue basis to close a waiting room, not 
essential to public welfare, to cut expenses. 
(See page 27.) 


THE next number of this magazine will 
be out April Ist. 
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get your Fr AA copy of 


“PUBLIC RELATIONS IN ACTION” 


Allof us at Remington Rand hope to see you 
at the AGA-EEI Convention in Boston, the 
week of April 12th. For one thing the 12 
page booklet you see above will be distri- 
buted there. It contains some mighty inter- 
esting information for utility people. 

This booklet 
England public utilities use modern record 


shows how several. New 


keeping methods, and equipment, not only 
for first class public relations but for peak 
operating efficiency too. If you can’t make 
it send for your copy now. If you’re going, 
but want a preview, just write Remington 
Rand, Room 1947, 315 Fourth Ave., New 
York 10, for Booklet X1498. No obligation, 
and we think you'll find an idea or two. 


Remington. Mrand 


PROFIT-BUILDING IDEAS FOR BUSINESS 





, 





C om In CQ _sIN THE NEXT ISSUE 
* 


PRACTICALITIES IN RATE MAKING TODAY 


This is an analysis of the rate-making situation as it has developed in up-to-date 
regulatory practice. It contains a background and a summary which point to the basic 
problem of modern rate regulation—keeping abreast of cost changes. Justin R. 
Whiting, chairman of the board, Consumers Power Company, is well qualified to 
discuss the pros and cons of the cost theory in the light of the economics of the 
present day. He pleads for honest adherence to sound principles, accepting the result 
in a spirit of fairness and consistency whether prices move up or down. 


LIMITING FPC CONTROL OVER GAS DISTRIBUTION 


One of the important regulatory bills before the present Congress is a proposal to 
limit Federal Power Commission jurisdiction over intrastate gas distribution. The basis 
for this proposal grows out of a sweeping decision of the U. S. Supreme Court in 
the East Ohio Gas Company Case, which has resulted in a certain amount of duplicate 
and overlapping federal and state jurisdiction. But there are other considerations 
which might well be weighed by Congress, according to these authors, Oswald 
Maland and James Zartman, Chicago attorneys. They suggest that intrastate activities 
might be exempt, regardless of whether a state commission exercises jurisdiction or 
whether state law provides for the same. 


CAPITAL COST AND FAIR RETURN. PART III. 


In the first two instalments of his series of articles, Dr. J. Rhoads Foster made a rather 
extended analysis and review of the guiding principles which must provide the basis 
for identifying the capital cost concept. He used the term ‘competitive cost of capi- 
tal" to describe that kind of capital cost concept which has validity and meaning for 
the purpose of utility rate regulation. In this, the concluding instalment, the author 
goes on to suggest more specific definitions for capital cost. The main feature is a 
demonstration of the need for examining future prospects of a utility rather than a 
confinement of the return allowance entirely to a past test period. 


* 


A | Special financial news, digests, and interpretations of court and com- 
SO... mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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“we take this opportunity of expressing to you our apprecia- 
tion for the prompt and efficient manner in which you han- 


dled the preparation of the bill frequency analyses.” 


“the analyses have been received and found to be in excel- 
lent order. In addition, your attention to my telephoned 
request on June 2 relative to expediting preparation of these 


analyses is greatly appreciated.” 


“we believe that our study is complete and will be of con- 


siderable benefit in our pendi1g case.” 


“we are very pleased with the former analysis and shall be 


anticipating the receipt of the new figures.” 





WILLIAM RANDOLPH HEARST 
Late publisher. 


EuGENE Ho_tMANn 
Chairman of the board, Standard 
Oil Company (New Jersey). 


GROVER CLEVELAND 


GEORGE MEANY 
President, American Federation 


of Labor. 


DwicutT D. EISENHOWER 
President of the United States. 


Hartow H. Curtice 
President, General Motors 
Corporation. 


M. S. RUKEYSER 
Columnist. 


FRANK CHODOROV 
Associate editor, Human Events. 


CONGER REYNOLDS 
Director of public relations, 
Standard Oil Company 
(Indiana). 


CLIFFORD F. Hoop 
President, United States Steel 
Corporation. 


CLARENCE MANION 
Former chairman, Commission on 
Intergovernmental Relations. 





C4oukeble Crke 


“There never was in the world two opinions alike.” 


—MOonrTAIGNE 





“T put conscientious labor as the first requisite in any 


form of success.” 
ee 


“A buyer’s market is what made America. A seller’s 
market is the exception, not the rule.” 


* 


“Though the people support the government, the gov- 
ernment should not support the people.” 


> 


“We definitely feel that this is the time for increasing 
the minimum wage. It will help stabilize the economy.” 


* 


“We don’t have to listen to prophets of gloom who 
say we are going into some kind of stumble or fumble 
or fall. The United States doesn’t need to fall!” 


sa 


“Public confidence is difficult to measure, and so its 
importance is not always understood. But it is a key 
factor in maintaining a high level of economic activity.” 


> 


“From an over-all national standpoint, it seems to 
me that those with vigor and courage in selling can do 
more to keep the national economy on an optimum level 
than the social planners.” 


¥ 


“Freedom is simply a matter of keeping government 
from betting bigger and more powerful, which it is 
always inclined to do. It is the business of the people 
to keep it within bounds.” 


* 


“It has become vital that we make the American 
brand of treedom, and particularly that part of it that 
governs our business and industrial pursuits, better 
known and better understood.” 


> 


“The fact is that the United States had a close call. 
It was taken on a long detour toward Socialism. 
Although we have turned and now face toward private 
Capitalism, it is a long way back.” 


¥ 


“Revive respect for the Constitution of the United 
States. It has gradually fallen into disrespect in the 
last thirty years. And now some consider it an unfor- 
tunate roadblock in the way of the government gravy 
train.” 
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Announcement! 














For 21 years, IBM has been making the finest 
typewriters in the world! 


And now two new model IBM Electrics are ready for 
you—the new Standard and the new Executive *! 


These new IBM’s have exciting new features 
never before available on any typewriter! 


And the work anyone can turn out is so fine 
that every letter is.a masterpiece of typing! 


You can get all the facts about these beautifully- 
designed IBM’s by writing to: 


A. IBM INTERNATIONAL BUSINESS MACHINES, DEPT. D 
¢ V V 590 Madison Ave., New York 22, N. Y. 




















Electric ‘Typewriter 





Excerpt from 


The Guaranty Survey, published by 
Guaranty Trust Company 


of New York. 


EpITorRIAL STATEMENT 
The Wall Street Journal. 


FRANK M. PorTER 
President, American Petroleum 


Institute. 


LESLIE E. GEHRES 
Executive vice president, 
Constitutional Foundation. 


Excerpt from 


National City Bank’s 
Monthly Letter. 


GEorGE E. SOKOLSKY 


Columnist. 


Harrison C. HoBart 
Assistant Secretary of Labor. 


WILLIAM E, JENNER 
U. S. Senator from Indiana. 


REMARKABLE REMARKS—( Continued) 


“Free markets and business incentives are the essen- 
tial features of a governmental program to stimulate 
production and employment. These features exist auto- 
matically in a truly free economy.” 


> 


“. . . public works have never yet succeeded in prim- 
ing the economic pump. . . . at the very least, a public 
works program as a ‘recession cure’ is futile. And it 
can be very harmful. . . . Pump priming is not only 
futile, it can also wreck the pump.” 


¥ 


“Research in any business or industry is the fact- 
finding agent of science and common sense management. 
It offers protection against obsolescence and it is as 
much a part of a sound business program as accurate 
intelligence is in military planning.” 


¥ 


“Like all crusaders, the Communists have a convic- 
tion of ultimate victory. They believe that time and 
history are on their side. By constant but varying pres- 
sure, they weary and frustrate the free world and exploit 
the fears and hopes of the impatient West.” 


“Planning public works has been prone to create de- 
mands for getting projects under way. There is every 
merit in planning ahead provided Congress and the 
administration have the fortitude to hold projects back 
to a time when construction labor and materials are in 
excess supply and provided also that the projects do 
not displace programs which private enterprise could 


and should pursue.” 
> 


“Many of our great efforts need decentralization. 
Our people have become so accustomed to expecting 
the federal government to do everything on a vast scale, 
involving billions of expenditures, that we forget the 
old Chinese adage that the place to start cleaning up is 
on one’s own doorstep. While we are making huge de- 
mands on the Congress, much more can be done in 
municipalities, counties, states.” 


& 


“Government intervention normally does not solve 
labor relations disputes. It may freeze the status quo, 
stop a strike, or bring to bear the weight of governmental 
power and public opinion on one side or the other, but 
a true solution to a dispute between labor and manage- 
ment must ultimately depend upon their working out 
a mode of living with each other which is satisfactory 
to both. The more the government gets into labor rela- 
tions the less freedom is left to the parties.” 


* 


“[Treasury] Secretary Humphrey is confronted with 
difficulties attendant to the return to sound policies. 
First, he must clean up the economic débris of twenty 
years of socialist misgovernment with its Communist 
inner core. He has inherited an overhang of a hundred 
billion of spending which has been ‘charged,’ so to speak, 
by his predecessors, but not yet billed. That outstanding 
charge account, of more than a year’s total tax income, 
has made it difficult . . . to reduce taxes as fast as we 
hoped; but a big step has been taken on the road to 
economic unity.” 
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This 16-Foot Butterfly Valve Illus- 
trates the type of work which New- 
port News takes in stride. Newport 
News built 3 such valves, each 
weighing 446,000 Ibs., for the Ross 
Power Plant, Skagit Project, De- 
partment of Light, City of Seattle, 
Washington. Designed for a water 
flow of 3,620 cu. ft. per sec., and a 
hydrostatic pressure of 290 psi. 
these valves were shop tested by 
Newport News at 450 psi. They are 
hydraulically operated with oil at 
1,500 psi. pressure. Shop tests assure 
speedy, trouble-free assembly of 
Newport News built equipment, on 
the site. 


The TEST of a TITAN 


eis one of the largest high head butterfly valves ever built, 
ergoing a shop test at Newport News. If you had an 
ortunity to follow this unit from start to finish, you would see 
hand how Newport News produces massive equipment 
homically, For economy is a basic advantage that results from 
port News’ high integration of skill and production facilities. 

























NEWPORT 
NEWS 


SHIPBUILDING AND 
DRY DOCK COMPANY 


Newport News, Virginia 







pfge engineering and technical staffs, operating a plant 

prising acres of brass, iron and steel foundries, five huge 

hine shops and other extensive fabricating facilities, have made 
port News one of the world’s largest producers of hydraulic 
dines, valves, gates, penstocks and other essential equipment... 
} standard and special in design. 















‘tus bid on your equipment. Write us today for your copy of 
ter Power Equipment.” 
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PRINCIPLES OF PUBLIC UTILITY 
scommemalg = REGULATION 


(1941) ' 


pee 
Principles of ' 
j finite Utility Regu.ation j 
See Se 
Wedbde { 
pasa TTBS 


Lae by A. C. Webber 


(Former Chairman, Massachusetts Department of Public Utilities) 





Here are the frank confessions of a commis- 
sioner whose aim has been to coordinate the 
public administration of the regulatory law 
with the private conduct of the utility business 
so as to encourage confidence and good will in 


a the domain of both the investor and consumer. 





Included are discussions of vital questions, such as: 


- - - Taxes in Relation to Rates 


- - - Higher Operating Costs in Relation to 
the Consumer and Utility Stockholder 


The Reproduction Cost Rule 
Inflation and Utility Rates 


Rates of Public Service Corporations 

and Other Price Levels 

Constitutional Safeguards Insuring Rea- 
sonable and Just Compensation for Public 
Utility Property Devoted to Public Service 


Concise Supplementary Text Referring to Important Principles of 
Public Utility Regulation with Annotations 





PUBLIC UTILITIES REPORTS, INC. 


MUNSEY BUILDING WASHINGTON 4, D. C. 
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You may find 


a fresh approach... 


Tackling utility company problems daily . . . 
maintaining close and continued contact with 


the financial world gives us an understanding 








of the complex field of utility financing and 
investor relations which may be of help to you. 


A fresh approach to the problem you are 
now studying may be suggested by a talk with 
us. Call Public Utilities Department at Digby 
4-3500 or write us at One Wall Street. 


IRVING TRUST COMPANY 


ONE WALL STREET - NEW YORK 15, N. Y. 


Capital Funds over $123,000,000 Total Resources over $1,400,000,000 


Wiiuram N. Enstrom, Chairman of the Board 
Ricuarp H. West, President 


Public Utilities Department—Joun F. Curtips, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Federal Utility Regulation Annotated (FPC), 
Volume 2 With Supplement A 


These volumes contain the only full annotation of the Federal Power Act 
and the Natural Gas Act, as administered by the Federal Power Commission. 


Supplemental Volume A reports the activities of the Commission during 
the 10-year period subsequent to the publication of the original volume in 
1943. All decisions in so-called “leading cases” have been made the 
subject of special editorial comment and 
interpretation. 


Questions relating to the determination 
of the cost of projects, accounting, rate-base 
determinations, rates, service, granting of 
licenses, extent of the Commission’s juris- 
diction, definitions of what constitutes in- 
terstate commerce, return allowance (in- 
volving new views on cost of capital), the 
very controversial subject of cost allocation 
in the fixing of gas rates, and many other 
vital subjects are discussed. The decisions 
of the Commission and of the courts as 
well, in such important cases as the Missis- 
sippi River Fuel Corporation case, the 
Alabama-Tennessee Natural Gas Com- 
pany case and the Colorado Interstate 
Gas Company case are explored at length 


in editors’ notes. 
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This two-volume treatise, which has required expert editorial attention 
for an extended period, in order to classify the Commission's findings under 
each section of these Acts, is now available at $25. The volumes should be 
in the possession of all utility executives, attorneys, rate experts, account- 
ants, valuation engineers, utility analysts and others having an interest in 
the activities, practices and procedures of the Federal Power Commission, 
and in commission regulation in general. 


MAIL YOUR ORDER TODAY TO 
PUBLIC UTILITIES REPORTS, INC., Publishers 


309 MUNSEY BUILDING 
WASHINGTON 4, D. C. 
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TRUCK OPERATING 
PROBLEMS GOT YOU 


: GET FACTS from your White 
Representative about the amazing versa- 
tility... maneuverability .. . efficiency of 
this great, new White for aerial and 
tower work. Functional design and ideal 
weight distribution save time...do a 
better, more economical overhead job. 


’ e . 
We VZZZ ? x 
IT’S TODAY ’S most modern line 
truck, too! Saves overall length yet per- 
mits full-size line truck with plenty of 
crew space... driving ease... safety 
... maneuverability. 


Gghite 
Bee 


SEE how great a job it does 
with special equipment and riggings in 
utility service. Saves valuable minutes of 
time because it really maneuvers into 
position, even where going is roughest. 
More weight up front . . . wonderful 
visibility and safety. 


0 
UTILITIES everywhere tell this same story of efficiency and 
y time-saving when they talk about the White 3000. 
. It does more work...in less time...at substantial savings. 


va operating needs, 4 It’s right on the job because it’s tailored to the job. 
re 


work in less time : Find out today, how the White 3000 can help your 
transportation efficiency now... and for years to come. 
See your White Representative. 


[4 


THE WHITE MOTOR COMPANY 
Cleveland 1, Ohio 


For More Than 50 Years The 
Greatest Name In Trucks 
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Twofold Benefits From The 


Analysts Journal 


7. Its timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to 
present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. 


Its advertising pages provide a means of putting your story 
across to the Analysts. There is no more direct and effec- 
tive way to contact this influential group of investment 
specialists than to advertise in their own quarterly Journal. 


To Keep Abreast of Investment Markets 
READ THE ANALYSTS JOURNAL 


To Keep Investment Markets Abreast of Your C ompany 
ADVERTISE IN THE ANALYSTS JOURNAL 


PUBLISHED QUARTERLY BY THE NEW YORK SOCIETY OF SECURITY ANALYSTS 





THE ANALYSTS JOURNAL 
20 Broad Street, Room #908 
New York 5, N. Y. 


Gentlemen: 


(] Please enter my subscription for one year at the subscription rate of 
$5.00—United States; $5.50—Canada. 


(] Please send me your advertising brochure. 
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FOR CLEANER 
COOKING 


delivers a modern miracle 
24 Hours-A-Day! \ 
\ \ 


ee 


FOR CHEAPER 
DRYING 


FOR INSTANT 
HOT WATER) 


© The Columbia Gas System 


CHARLESTON GROUP: United Fuel Gas Company, Atlantic Seaboard Corporation, Amere Gas Utilities Com- 
pany, Virginia Gas Distribution Corporation, Big Marsh Oil Company, Centra! Kentucky Natural Gas Company; 
COLUMBUS GROUP: The Ohio Fuel Gas Company; PITTSBURGH GROUP: The Manufacturers Light and Heat 
C y, Binghamton Gas Works, Cumberland and Allegheny Gas Company, Home Gas Company, The Key- 


r J 


stone Gas Company, Inc., Natural Gas Company of West Virginia; OIL GROUP: The Preston Oil Company. 
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NEW! Roomiest Cab! Wide, 3-man cab 


with easy-chair seat. 951 sq. in. windshield 
and best all-around visibility of any make. 


NEW! Sharpest Turning! 39° turning angle, 


short wheelbase design for top maneuver- 
ability. Easiest handling trucks there are! 


NEW! V-8's and Sixes! Most powerful 


V-8’s in popular field—133 to 172 h.p. Plus 
famous Dodge Sixes. 7 engines in all. 


NEW! Low-Built Lines! Built low for better 


road stability, easier loading, ground-hugging 
good looks. Lower step for easier cab entry. 


ALL ADD UP TO 


_—— <= 
il 


7 


"A better deal 
for the man | 
at the wheel 


See “Break The Bank” with Bert Parks on TV (ABC, Sundays). 

Hear “The Roy Rogers Show” on radio (NBC, Thursdays). 

See “Make Room For Daddy” with Danny Thomas on TV (ABC, Tuesdays) 

Enter the Dodge 40th Anniversary All America Contest. See your dealer. 
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Mm ity .. Instant Starts . . 
Mability . . Cleanliness . 








THIS IS 
MARCH! 


And this is the SPECIAL ADVANTAGE STICKER 
which d of companies are using this month 
on the front cover of Electrified Industry. —> 





Mf | WE SPECIAL ADVANTAGES of electric 
B service include: 


. . Convenience . . . Flexibil- 
. Economy ... Reli- 
. . Good Regulation 
... Ability to take Overloads . . . and the 
Cooperation and Advice on Electrical Prob- 
lems which most power companies offer. 


Customers are reminded of you and of the 
SPECIAL ADVANTAGES of being on your 
lines. In addition your stickers help them 


route your messages to additional readers. 


Some companies make up stickers which 
carry their own slogan ( a good idea). Others 
have Reddy Kilowatt remind the readers that 
electric power is their willing servant. 








NEW MATERIALS, new methods and 
new automatic machinery can save you 
money. Call on us for power and for free 
advice on light, heat and power problems. 


OHIO EDISON COMPANY 


Pass to 

















Power salesmen make friends for your 
companies and add to your “net divisable.” 
Years ago they decided that they needed help 
to overcome the effects of the competitive 
power, 
magazines that they saw on their customers 
desks. They helped create the picture maga- 
zine which tells the true story that electricity, 


diesel-and-steam, agin-the-utilities 


properly used, is worth many times its cost. 


They use this magazine to make 21¢ calls 
for them in between the $5 and $10 calls they 
make in person. 


By using Electrified Industry they are able 
to maintain better-than-ever customer contact 
and increase the net revenue of the utilities. 





ELECTRIFIED INDUSTRY ~ Todays Bhsimess 


Martin Publications —- 20 No. Wacker Dr., Chicago 6 
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WHAT DO THESE INDUSTRIES 
HAVE IN COMMON? 


They have all called on Ebasco for 
services involving engineering, con- 
struction, or business consultation. In 
addition to these nine major industries, 
Ebasco has served many others both 
here and abroad. 


The help provided by Ebasco varies 
with the requirements of the client. 
One project may call for the complete 
design and construction of a new plant. 
Another may require assistance on new 
financing, space planning services, a 
marketing and distribution study; or 
perhaps an industrial relations pro- 
gram. Still others may include advice 
on insurance, on tax problems, or on 
accounting systems and methods. 


Whatever the problem, Ebasco applies 
to it the services of specialists . . . men 
of broad experience and recognized 
technical competence. Besides saving 
executive time, Ebasco saves you the 
expense of adding high-cost talent to 
your permanent payroll. 


BANKING ...... 10 Companies Served 


1983 


SS a 
16 


Companies Served 





Drs Our bookle-—‘'The Inside Story of 
yrsit Ue? Outside Help’’—tells the full story of 
3 Ebasco special services and how they 
may be of use to you. For a copy, with- 

out obligation, write or phone Ebasco 

Services Incorporated, Dept. W, Two 


= Rector Street, New York 6, N. Y. 


NEW YORK ° CHICAGO ° WASHINGTON, D.C. 


Appraisal - Budget - Business Studies - Consulting Engineering 
Design & Construction - Financial - Industrial Relations - Inspection & 
Expediting - Insurance, Pensions & Safety - Purchasing - Rates & 
Pricing - Research - Sales & Public Relations - Space Planning 
Systems & Methods - Tax - Traffic - Washington Office 


Saeco Feamwoth inge done 


Quote 5 


STEEL 
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MARCH-APRIL 





Thursday—18 


Pacific Coast Electrical As- 

sociation, Engineering and 

Operating Sections, begin 

meetings, San Francisco, 
Cal. 


Friday—19 


American Water Works 

Association, Illinois Sec- 

tion, ends 3-day mecting, 
Chicago, Ill. 


Saturday—20 


Association of National 
Advertisers ends meeting, 
Hot Springs, Va. 





Sunday—21 


Controllers 


Institute of 
America begins eastern con- 
ference, Washington, D. C. 








Monday—22 


Southeastern Electric Ex- 
change begins annual meet- 
ing, Boca Raton, Fla. 


Tuesday—23 


Pacific Coast Gas Associa- 
tion-American Gas Associa- 
tion begin domestic gas re- 
search and utilization con- 
ference, Los Angeles, Cal. 


Wednesday—24 


American Power Confer- 
ence begins, Chicago, IIl. 





Thursday—25 


New England Gas Assocta- 
tion begins annual meeting, 
Boston, Mass. 












Friday—26 


Oklahoma Utilities As- 


sociation ends 2-day annual 
Oklahoma City, 
Okla. 


meeting, 






Saturday—27 
Mississippi Broadcasters 


Association begins meeting, 
Biloxi, Miss. 


(3 


Sunday—28 





Edison Electric Institute 

will hold annual sales con- 

ference, Chicago, Ill. Apr. 
5-8. Advance notice. 


Monday—29 





Tele- 
begins 


Ohio Independent 

phone Association 

annual convention, Colum- 
bus, Ohio. 











Tuesday—30 


lowa Independent Tele- 
phone Association will hold 
annual convention, Des 


Moines, Lowa. Apr. 6, 7. 
Advance notice. 





Wednesday—31 


Public Power 
opens annual 
convention, Tacoma, Wash. 


Northwest 
Association 











APRIL 





Thursday—1 


Electrical Industry Show, 
sponsored by Electrical 
Maintenance Engineers As- 
sociation, opens, Los An- 
geles, Cal. 


strumentation 





Friday—2 


Louisiana Polytechnic In- 
stitute will hold annual in- 
conference, 
Ruston, La. Apr. 8, 9. 
Advance notice. 






















































Courtesy, Public Service Electric & Gas Company 


Coal Conveying System and Double-deck Precipitators 
The New Jersey meadows form a background for the Kearny generating station. 
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DETERMINATION AND RECORDING OF 


Property Exhaustion Costs 


Stating the cost of plant investment which has been 

exhausted in terms of current dollar values has become 

one of the challenges of present-day public utility regu- 
lation, in the light of continued postwar inflation. 


By FRANK L. GRIFFITH* 


oR the purpose of this statement there 

are taken as postulates the fact of 

decline in the purchasing power of 
the monetary unit in recent years, a mat- 
ter having common acceptance, and the 
fact that reductions in the purchasing 
power of the monetary unit in which re- 
cordings of property cost have been made 
in the property accounts from year to year 
affect the interpretation, determination, 





*Vice president and comptroller, The Peoples Gas 
Light and Coke Company. For additional personal 
note, see “Pages with the Editors.” 


and recording of the costs of consuming 
or exhausting the service capacity of all 
of the property of the business making 
the record. A full, or, for convenient later 
reference, gross, recording of the property 
exhaustion costs in terms of current dol- 
lars would thus require and represent dol- 
lar value adjustment applied to a given 
period’s share of the amortization of the 
recorded property costs. 

Accepting the validity of the foregoing 
statements, there are some who urge rec- 
ognition in rate regulation and accounting 
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of what they assert should be the gross 
effects of inflation as related to property 
costs recorded in the past upon the inter- 
ests of the corporation’s security holders, 
but without carrying the consideration 
along to a point of differentiation between 
the respective interests of the holders of 
equity securities and the holders of debt 
securities. Others take, as will be done 
here, an alternative position of urging 
determination, allowance, and recording 
of what must be the translation of the 
effects of inflation as applied to past prop- 
erty costs if the purchasing power con- 
tributed to the enterprise by the equity 
security holders, specifically, is to be main- 
tained without either gain or loss in the 
process. 


HRASED in another way in the hope that 
the respective positions will thereby be 
clarified, one group would ascertain the 


costs of property exhaustion in a given 
period in terms of current dollars and let 
the difference between the dollar figure 
representing that cost and the dollar figure 
representing simple amortization of origi- 


‘ 


nal cost be accumulated in a “reserve,” 
the exact nature and significance of which 
is not defined, substantially equivalent to 
a deferred credit item. The alternative 
position requires careful analysis of the 
significance of that figure which would 
be credited to such a reserve for any given 
period and disposition of that difference 
figure according to the logic disclosed by 
the analysis. 

Perhaps the respective positions can be 
illustrated by consideration of another 
matter, in distinction from depreciation; 
i.e., the matter of “return on” the prop- 
erty value. There are some who staunchly 
continue to feel that the return on the 
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value of a utility’s property should be 
objectively ascertained without reference 
to the particular forms of security which 
were the source of the capital provided in 
the given case. Such a manner of ascer- 
taining the amount of return would, of 
course, be contrary to present regulatory 
practice in virtually, if not actually, every 
regulatory jurisdiction in the United 
States. The actual practice involves con- 
sideration of the proportions in which the 
capital in a given instance has been pro- 
vided by way of debt, on the one hand, 
and equity, on the other, the purpose of 
this distinction being to ascertain the ex- 
tent to which the utility ratepayer will be 
given the benefit of “low-cost debt money” 
for the purpose of minimizing the rate 
at which the return on the over-all prop- 
erty value will be computed. 


en position in respect to 

the treatment of inflation as applied 
to the determination of property exhaus- 
tion costs would put that determination 
on the same level, comparably, as would 
be involved in determining the return to 
be allowed on the value of property on 
a basis which did not forcibly transfer 
from the equity security holder to the 
utility ratepayer the benefits in respect to 
lower money costs derived from mortgag- 
ing the equity security holder’s interest in 
the property. As a matter of moral right, 
it would be easy to adopt that stand in 
respect to what ought to be the manner of 
determining, comparatively, both property 
exhaustion costs and return on property 
value. Because, however, that manner of 
determining return on value does not pre- 
vail in any regulatory jurisdiction, so far 
as known, it is not feasible to look with 
any optimism toward adoption of that 





PROPERTY EXHAUSTION COSTS 


principle in the determination of property 
exhaustion costs, as that determination 
will affect the utility and its ratepayers. 


peepee of the kind immediate- 
ly under discussion here are of rate- 
making character, not accounting, and 
have to do primarily with the manner in 
which the matter is dealt with in regulatory 
processes. The view is urged that by under- 
taking to attain in rate making such a 
morally proper goal as that just described, 
utilities would be in grave danger of fail- 
ing to secure any reflection whatever of 
the effect of inflation in the ascertainment 
of property exhaustion costs for rate-mak- 
ing purposes. 

In consequence, it has seemed to be 
imperative that principles be devised 
by which to determine the allowance the 
equity security holders in the aggregate 
must have if the purchasing power con- 
tributed to the enterprise by them is to be 
protected from erosion and gradual ex- 
propriation. This statement will undertake 
to outline, then, perhaps at greater length 
than may be altogether necessary, the basis 
for the development of views as to the 
necessities in respect to protection of the 
integrity of the purchasing power con- 
tributed by the equity security holders 
(believing that in the process it will be 


q 


& 


“It may be that, for a time, either the equity holder or the rate- 
payer may benefit from delay in the reconsideration of rates, 
but in the long run that which affects the net income of the equity 


shown that no “protection” can appro- 
priately be sought in respect to the capital 
contributed on a debt basis). 


HILE accounting requirements in re- 

spect to the recording of property 
exhaustion costs do not run contrary to 
requirements for the determination of 
such costs for rate regulatory purposes, 
they are not wholly identical. Particularly 
to the point, here, is a belief that even 
though gross property exhaustion costs 
might be allowed in the fixing of utility 
rates, it would still be necessary that the 
accounting processes carry through and 
reflect an analysis of the results of that 
regulatory action as they affect the deter- 
mination of “income” as distinguished 
from maintenance of the integrity of the 
purchasing power originally contributed 
by the security holders. 

A corporation is an artificial creature 
representing an aggregate of interests on 
the part of holders of its securities, par- 
ticularly those securities which are of 
equity character. The East Ohio Gas Com- 
pany, for example, has a capitalization 
consisting entirely of common equity. 
That fact itself demonstrates, then, that 
no other kind of capital is essential to the 
existence of a utility corporation. The 
creditor acquires a position in the capital- 


security holder affects in like fashion the revenues required to 
be derived from the rates charged for utility service. As regards 
the stockholder and the ratepayer both, it 1s necessary to reflect 
in net income ... all effects of any ‘leverage’ gained by inflation 
in periods of prosperity and, in like fashion, any loss during 
periods of deflation and consequently declining prices.” 


335 
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ization of a public utility company only 
through what is supposed to be the volun- 
tary action of its stockholders in entering 
into mortgage arrangements which result 
in the sale of bonds and consequent acqui- 
sition of cash by the debtor utility corpo- 
ration.’ 


aia pmamane there is unhappily 

discernible a tendency on the part of 
regulatory bodies in recent years to con- 
sider, in ascertaining the return on prop- 
erty value to be allowed in the rate-making 
process, not only the relationship which 
exists in a given case as between debt and 
equity capital but to go even beyond that 
and fix a relationship which, though non- 
existent, the regulatory body thinks ought 
to exist in the particular instance, and to 
use the hypothetical debt portion of cap- 
ital so arrived at as a means of minimiz- 
ing the amount of return to be allowed 
on value in the particular rate case. Thus, 
what is supposed to be a voluntary action 
of the stockholders in entering into mort- 
gage arrangements seems to be becoming 
less a matter of volition and more and 
more one of regulatory pressure and co- 
ercion. 


1 Referring again to The East Ohio Gas Company, 
with its 100 per cent equity capitalization, and, for 
contrast, to the Nebraska Power District with no 
equity capital, it is to be noted that both are extreme 
cases presumably justified in so being by unique 
circumstances in the particular cases. The same con- 
ditions which justify the all-equity capitalization of 
The East Ohio Gas Company make it necessary, if 
the position of its equity holders is to be truly con- 
served, that they be given the benefit of a gross 
recording of property exhaustion costs in terms of 
current dollars. Correspondingly, the all-debt posi- 
tion of Nebraska Power District means that so long 
as that condition prevails there is no equity posi- 
tion to protect. If, in the Nebraska instance, an 
equity be built up while the debt is being paid off, 
then the equity so achieved would represent the 
“gain” resulting from reflection of gross property 
exhaustion costs in terms of current dollars without 
allowance for the offset represented by the long- 
term debt hedge. 
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It is unnecessary to belabor unduly the 
point of the identity of the corporation 
with the interests therein of its stock- 
holders but it may yet be worth while to 
note for the purpose of what follows that 
the business of any ordinarily financed 
public utility corporation is conducted un- 
der the direction of a board of directors 
elected solely by the stockholders; that the 
directors are responsible solely to the 
stockholders (among the holders of vari- 
ous kinds of securities) ; that annual re- 
ports of corporations are customarily 
addressed to the stockholders ; that annual 
audit reports are customarily addressed to 
the stockholders; that the basic prin- 
ciple of organization of the items con- 
stituting the corporation’s balance sheet 
is substantially to set off against or sub- 
tract, visually, the indebtedness from the 
aggregate of assets for the purpose of 
ascertaining an end result represented by 
a presentation of stockholders’ equity in 
the form of paid-in capital and retained 
earnings. Reserves exist only for the pur- 
pose of differentiating between the return 
of equity capital and earnings thereon. 
Income statements are designed to present 
specifically, net income of benefit to the 
equity security holder. 


” the matter of rate regulation, the in- 
terests nominally opposing each other 
are the ratepayers, on the one hand, and 
the equity security holders on the other. 
As already mentioned, the only point of 
concern in rate regulation as regards long- 
term or any other kind of debt and the 
creditors in reference thereto, is as to 
whether or not the ratepayers are bene- 
fiting in satisfactory degree from the low- 
er annual costs of debt capital, as differ- 
entiated from equity capital. Thus the 
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Accounting Requirements and the Regulatory Base 


— accounting requirements in respect to the recording of prop- 

erty exhaustion costs do not run contrary to requirements for the 
determination of such costs for rate regulatory purposes, they are not 
wholly identical. Particularly to the point, here, is a belief that even though 
gross property exhaustion costs might be allowed in the fixing of utility 


rates, it would still be necessary that the accounting processes carry through 
and reflect an analysis of the results of that regulatory action as they affect 
the determination of ‘income’ as distinguished from maintenance of the 


integrity of the purchasing power originally contributed . . . 


3) 





corporation fundamentally represents, 
both in rate making and accounting, its 
equity investors. 

Returning now to the point that a gross 
recording of the property exhaustion costs 
in terms of current dollars can, or could, 
be made, it is urged that, both in utility 
accounting and rate making, the signifi- 
cance of that recording must be refined 
to a point indicative of its measure as 
brought down and applied to the equity 
investor. By comparison, it is significant 
that “net income” is not arrived at until 
after reflection of the interest and other 
costs attendant upon the maintenance of 
debt capital. When net income is arrived 


at, it is significant and interpretable solely 
in reference to the equity investor. A 
somewhat similar behavior and interpreta- 
tion are believed to be required in making 
transition from a gross recording of prop- 
erty exhaustion costs in terms of current 
dollars to the correct reflection thereof in 
net income, necessarily in its relationship 
to the equity investors only. 


HE following considerations are sug- 
gested in connection with that process 
of translation from gross property exhaus- 
tion costs to the significance thereof to 
the equity investor. Suppose (as is said 
to be the case in France) a corporation 
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were required by law to pay off its long- 
term debt in terms of current dollars, to 
be arrived at by applying dollar value ad- 
justment indices to the original dollars of 
debt as of the time the indebtedness was 
incurred. 

It would rather clearly follow that pay- 
ment of the indebtedness on such a basis 
would effectively withdraw from the cor- 
poration’s assets the equivalent of the dol- 
lar value adjustment applied in calculating 
the amount required to recover property 
adjustment costs in terms of current dol- 
lars during the period in which the in- 
debtedness existed. Such a withdrawal 
would leave for the equity holder that part 
of the effect of recorded property exhaus- 
tion costs in terms of current dollars which 
was commensurate with the relationship 
of the equity to the total capital during 
the period in which the debt existed. 


— idea of carrying as a reserve the 
excess of property exhaustion costs 
recorded in terms of current dollars over 
the dollars which correspondingly would 
represent amortization of original cost 
only tends for the moment to obscure the 
end result being attained. Such a reserve 
is actually only a deferred credit. Sup- 
pose that process were carried on until the 
indebtedness had been paid off. At that 
time there would exist no question as to 
the extent of the equity holders’ interest 
in the enterprise, but a reserve so built 
up should not be looked upon as a con- 
servation of any interest other than the 
aggregate interest of the stockholders. 
To the extent that the stockholders’ in- 
terest, including the reserve, exceeded the 
adjusted dollar value of the equity money 
contributed from time to time in the past 
by stockholders, it would have to be con- 
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cluded that the stockholders had actually 
gained through the consummation of the 
whole procedure involved in building up 
the reserve. Whether or not the stock- 
holders were entitled to that gain is be- 
side the point here, the question here being 
one as to the recordings required to pre- 
serve, not augment, the interest of the 
stockholders. To the extent that the stock- 
holders’ interest is augmented—i.e., that 
there is gain—that end cannot possibly be 
achieved properly through the recording 
of what purports to be a cost. To the ex- 
tent of the gain, the alleged cost does not 
exist. 


a point involved in the immediately 
preceding statements is that, if it be 
proper to record gross property adjust- 
ment costs in terms of current dollars, it is 
necessary, for the purpose of ascertaining 
net income, both for the purpose of the 
equity investors and ratepayers, to reflect 
in some fashion any offset thereto repre- 
sented by the portion of the gross costs 
which will not, in effect, be paid over to 
those who provide long-term debt capital. 

Suppose, as a parallel example, it be 
assumed that the use of capital of any kind 
involves some sort of a gross cost, taking 
for the purpose, 6 per cent per annum. 
At some stage it would seem appropriate, 
then, to record a gross cost for the use of 
capital in an amount equal to 6 per cent 
thereof. 

Since it would not follow that parts 
of the amount so recorded would be paid 
over to the bondholders and the equity 
security holders in sums proportionate to 
the parts of the total capital furnished by 
them, respectively, it would follow that 
the equity holder was not being limited to 
6 per cent, but was in fact having reflected 
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in his earnings the difference between the 
6 per cent and the actual cost incurred 
annually in carrying the indebtedness. 
The amount of the offset, translated as 
between the debt portion of the capital 
and the equity portion, would depend 
upon the ratios in which the two kinds of 
capital had been provided. 


: may be that, for a time, either the 

equity holder or the ratepayer may 
benefit from delay in the reconsideration 
of rates, but in the long run that which 


affects the net income of the equity se- 
curity holder affects in like fashion the 
revenues required to be derived from the 
rates charged for utility service. As re- 
gards the stockholder and the ratepayer 
both, it is necessary to reflect in net in- 
come, or in the aggregate of the revenues 
which the utility is entitled to obtain 
through the operation of rates, all effects 
of any “leverage” gained by inflation in 
periods of prosperity and, in like fashion, 
any loss during periods of deflation and 
consequently declining prices. 





Open House at a Jungle Plant 


6¢ At Kampala in Uganda, Africa, there is a large hydroelectric 

development which is to be opened officially next April by 
Queen Elizabeth. In preparation for the Sovereign’s visit, a royal 
retiring room had been prepared. 

“Well, the other day a man working at the plant looked into the 
retiring room and felt it necessary to report as follows: 

“TI say, there is a hippopotamus in the retiring room.’ 

“The report proved quite accurate. There was a hippopotamus 
there. Not only was it there but it then thought it would like to go to 
the control room, which it did. A man in the control room essayed to 
chase it out. The hippopotamus had other ideas. It chased the man 
out. 

“It then ambled to the visitors’ gallery where it contemplated the 
shining machinery. After getting its fill of this the animal then went 
back to the Nile, the total damage being the breaking of two windows. 

“Perhaps all of this ought to be the basis of some observations 
about the boredom that afflicts hippopotami or about the contrasts 
between modern machinery and the raw African jungle. Or Ameri- 
can utility men might reflect that state and federal regulatory com- 
missions are after all preferable to a couple of tons of hippo on the 
hoof. 

“However, we are not inclined to embellish the tale.” 

—EDIToRIAL STATEMENT, 
The Wall Street Journal. 
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Capital Cost and Fair Return 


Part II. The Meaning of Competitive Cost and 


Competitive Return 


In the first article in this series the various meanings of cost of 

capital were noted. Standards of rate regulation, including the 

“capital attraction standard,” which have been asserted as guides 

in the past, were critically surveyed and the basic purpose of regu- 

lation as an alternative to free competition was reviewed. In this 

instalment, the author develops the meaning of competitive costs 
and competitive return under varying circumstances. 


By J. RHOADS FOSTER* 


Meaning of Competitive Cost 


N a freely competitive society, the prices 

of goods and services tend to corre- 

spond to the current cost of producing 
the goods and services. If regulation is to 
function as a substitute for competition, 
and seek the ends of effective competition, 
returns are properly to be fixed at current 
competitive cost, including cost of capital. 
In other words, public utilities will be al- 
lowed opportunity to earn returns gen- 
erally equal to those alternatively avail- 
able to investors under conditions of fair 
competition from past investments in 
other industries of corresponding invest- 
ment risk. 

This is the standard of rate making 
that was set forth by the Supreme Court 


*Managing partner, Foster Associates, utility 
economists and consultants. 
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in both the Bluefield and the Hope cases. 
Its meaning is worthy of careful consid- 
eration. 

HE competitive rate of return on capi- 

tal may be visualized as the governor 
that tends to stabilize prices and produc- 
tion in accordance with the needs and the 
purchasing power of the consuming pub- 
lic. Therefore, a fair return means the 
kind of return that tends to exist in com- 
petitive enterprise. 

The forces of a competitive, private en- 
terprise system express themselves through 
the market. We trust prices to do what a 
dictator would try to do in a controlled 
economy—to determine the proper amount 
of capital and other resources to be em- 
ployed in different lines of industry, to 
see that goods go where they are most 
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wanted at the time when they are most 
wanted. 


I’ may be helpful to consider the way 
in which the market operates to make 
effective “the law of supply and demand.” 
Let us consider the market for bicycles. 

At a particular time the price is $50 
each. At this price the manufacturers and 
dealers are able to dispose of all the bicy- 
cles they make. At this price all the people 
who are willing to pay at least $50 for a 
new bicycle are being supplied. Supply and 
demand are in balance at the price of $50. 

Assume that manufacturers raise prices, 
say to $65, through government edict. The 
higher price will stimulate a larger sup- 
ply of bicycles, unless the supply is limited 
by quotas and other governmental con- 
trols. The higher price will yield much 
greater profits or “returns” on capital in- 
vested by the existing makers. This con- 
dition will induce other people to enter 
into, and invest capital in, the bicycle 
business. 

But bicycles are not worth more to the 
customers merely because the price is high- 
er. Some people would go without bicycles 
who would buy if the price were $50. 
Others would continue to ride old ones and 
repair them as long as there is life in them. 
Some might literally take to horseback. 

At the $65 price more bicycles would 
be available but fewer would be sold. A 
part of the output would go begging.’ If 
the price support were withdrawn, the 
price of bicycles would fall back to $50, 
where supply and demand are in balance. 


1 The existing surpluses of agricultural products, 
created by the price support programs, are indica- 
tive of this economic behavior. The wheat holdings 
of the federal government, for example, including 
wheat under loan, amount to 840,000,000 bushels, or 
enough to last the nation for more than a year. 
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Then the least efficient producers would 
have to go out of business, and probably 
all producers would have to curtail output. 


a unbalance would develop if 

the price were lower than $50. As- 
sume that government authority set the 
price at $35 per bicycle. More people 
would hasten to buy bicycles, unless the 
demand created by the uneconomic pricing 
were limited by rationing. Others would 
scrap old bicycles and try to buy new ones, 
and still others would scrap alternatives 
such as public transportation or horses. 
The demand would be larger than at the 
price of $50. 

On the other hand, few, if any, of the 
manufacturers could make bicycles for 
$35. They would curtail production, un- 
less, as in the case of public utilities, con- 
tinued production were made a legal duty. 
Some of the weaker producers might go 
out of business altogether. The equipment 
for making bicycles would not be replaced 
when it wears out or is otherwise de- 
stroyed. The supply would thus be reduced 
in the face of an increased demand. 

The way of the free market is to balance 
supply and demand by means of a freely 
established market price. That is, under 
competition, prices tend to cover all of the 
necessary costs of production, including 
the current cost of capital invested in efh- 
ciently producing plant. This does not 
mean that investors in public utilities 
would be assured a competitive return 
upon the capital they have invested. To do 
so would give them a position of special 
privilege. A great deal of money is lost 
in the competitive field, as has been true 
also of some public utilities. Prudently 
invested capital in public utilities should 
be given an opportunity to earn a commen- 
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surate return, if it can, with careful man- 
agement. 


A™ competitive cost standard reflects 
whatever may be the gains available 
from better techniques and increased pro- 
ductivity. If utility rates were now to be 
fixed to reflect the competitive cost of the 
capital—that is, economic cost as distin- 
guished from a nominal-dollar cost—the 
result would be a lower real cost to the 
consumers than before the inflation. More 
efficient production facilities and a better 
utilization of existing facilities have re- 
sulted in a continued decline in the real 
cost of most utility services, particularly 
of electric service. Consumers should re- 
ceive the advantages of the available econ- 
omies in periods of either high or lower 
prices. But it is futile to expect increased 
volume and efficiency fully to offset in- 
creased costs in an era of price inflation. 
Further, labor and the owners of the 
property should have some share of the 
gain from increased productivity. Other- 
wise, the incentives for efficiency and tech- 
nological improvement may be destroyed. 


HE competitive cost standard is ob- 

viously equitable. Fairness in earn- 
ings regulation concerns particularly the 
“sunk” investment that is dependent upon 
the fairness of the regulatory policy and 
practice. There is no unfairness if regu- 
lation brings rates to the level of economic 


q 


e 


cost and provides for the past investment 
an opportunity to earn a return equal to, 
but no more than, that being earned on 
other investments of similar risk. That 
goal satisfies the standard of economics 
and at the same time that of equity. 

But the advantage to the general public 
goes further. The justification of the whole 
system of private enterprise, which we call 
Capitalism as distinguished from Social- 
ism, lies in the fact that this pricing proc- 
ess brings about the best economic results. 

If the factors (labor, material, capital, 
etc.) which go into the production of a 
utility service cost $10, it is because those 
resources could, if free for dedication to 
the best possible uses, produce other goods 
and services which are worth $10 to con- 
sumers. That is how things work in 
a competitive economy. The price system 
guides available resources into the most 
productive channels. 

The continuous shifting of labor and 
capital from the less to the more profitable 
uses means that the relatively more in- 
tense wants will be satisfied by a given 
expenditure of productive resources. The 
result is the maximum possible satisfac- 
tion of human wants at given levels of 
resources and technology. 


N’ if the utility service, the cost of 

which is $10, were priced at more 
than $10, the price includes an element 
of monopoly profit. Where the prices of 


“In a freely competitive society, the prices of goods and serv- 
ices tend to correspond to the current cost of producing the 
goods and services. If regulation is to function as a substitute 


for competition, and seek the ends of effective competition, re- 
turns are properly to be fixed at current competitive cost, in- 


cluding cost of capital.” 
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utility services reflect excess returns aris- 
ing out of the possession of an exclusive 
franchise to serve, the result is exploita- 
tion of consumers for the benefit of a 
favored social class—the owners of the 
utility property. 

But if the utility service with a cost of 
$10 is priced at less than $10, the defi- 
ciency comes out of the balance of the 
revenue available as a return on capital, 
since all other costs of service must first 
be provided. The cost of capital is meas- 
ured by what the capital would have been 
able to earn elsewhere. The owners of the 
utility property are thus denied returns 
equal to those available from an alterna- 
tive employment of the capital in other 
businesses of similar risk. The result is 
exploitation of those who have committed 
capital to the public utility, for the benefit 
of a favored social class—the consumers 
of the service. 


or, society as a whole is the 
loser. The loss to investors is evident. 
As to the consumers, their loss is much less 
evident, but none the less real. If the price 
arbitrarily were reduced from $10 to $6, 
consumers would buy more of the utility 
service than they would at the price of 
$10. 

However, the additional service is, 
of course, worth less than $10, else it 
would have been bought without the price 
reduction. The same resources, costing 
$10, could be used to produce goods and 
services which would be priced at $10 in 
the market and would be worth $10 to 
consumers. Thus, the public has lost some- 
thing worth $10—in the other goods and 
services that could have been produced by 
the optimum use of resources, and has 
gained something worth less than $10— 


which means a net loss for the general 
welfare. 


The Dollar As the Unit of Measurement 


9 ancora regulation serves its basic pur- 
pose only if it makes revenue equal 
to the economic cost of service, including 
a fair return. How are these things meas- 
ured? In dollars, of course. The dollar is 
the unit of measurement. 

Measurement always implies the rela- 
tionship between a standard and the ob- 
ject to be measured. In the case of physical 
quantities, it is possible to maintain abso- 
lute uniformity in the standards for meas- 
urement. For example: To insure absolute 
uniformity, the basic standard for the 
measurement of distance in this country, 
a metallic bar, is kept in an air-conditioned 
vault by the United States Bureau of 
Standards, under constant conditions of 
temperature and humidity. The yard is 
the basic unit of measurement. A foot is 
always one-third of a yard, and a statute 
mile is always 5,280 feet or 1,760 yards. 

But we cannot put the dollar in an air- 
conditioned vault to prevent it from chang- 
ing in size. A standard of value cannot be 
measured by the distance between two 
markings on a metal bar. The value of a 
dollar is necessarily measured by its pur- 
chasing power, by what it will buy in 
terms of groceries, refrigerators, or 
houses. After all, a dollar is merely a sym- 
bol representing the power of its owner 
to acquire, in exchange for it, a certain 
quantity of goods and services. But this 
power changes from time to time; that is, 
the quantity of goods and services changes. 

Since pre-World War II, higher gen- 
eral prices reflect a dollar of smaller size, 
as shown in the diagram at top of page 
344. 
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The 1953 dollar is about half the size 
of the old dollar because it can purchase 
only half as much and therefore is worth 
only half as much. With the larger prewar 
dollars, a utility company could buy twice 
as much of the things it needs—labor, 
materials, use of capital, as it can with 
the same number of 1953 dollars. 

Since pre-World War I, higher general 
construction costs reflect 25-cent dollars, 
as shown in the diagram below. 

The 1953 construction cost dollar is a 
25-cent dollar because it can purchase only 
one-fourth as much as prior to World 
War I. 
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The purchasing-power size of the dollar 
has changed, sometimes slowly and some- 
times rapidly. Prices fluctuate, but over 
the long term tend to rise. In the present 
circumstances, we hope for a semistabiliza- 
tion of the dollar near its present level. 


A as the purchasing power of the dol- 


lar shrinks, the dollar itself shrinks— 
for a dollar is the purchasing power that 
it represents. Goods and services exchange 
for more of the smaller dollars, but the 
values of the goods and services are not 
thus increased. Prices are higher because 
the same old values are expressed in a 
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larger number of the smaller present 
dollars. 

Dollars have no value independently of 
the things they will buy. Economic society 
cannot lift itself by bootstrap money. 
When the dollar will buy only half as 
much, it takes twice as many dollars to 
equal 

the same real wages of labor, 

the same real incomes from investments, 

the same real values of things, includ- 

ing goods, services, and productive 
property. 

A rise in the price of a given kind of 
property may reflect either 

an increase in real value, or 

merely a decrease in the value size of 

the dollar. 

A rise in price that is less than in pro- 
portion to the decrease in size of the dol- 
lar represents a decrease of real value. 


Valid Measurement 


HE dollar should not be used to meas- 
ure wages, or values of properties, or 
incomes from investments, without ad- 
justment for changes in the size of the dol- 
lar as the unit of measurement. The ad- 
justments are, in fact, made for most 
business and governmental purposes. It 
is absurd to make economic comparisons 
in terms of a unit of measurement which 
itself changes more than do the facts to 
be observed and measured. 
To illustrate, if the question at issue 
were: 


What was the increase in gross aver- 
age weekly earnings of production 
workers in manufacturing industries in 
the United States from 1939 to June, 
1953? 


The report of the Bureau of Labor 


Statistics shows that average earnings in- 
creased from $23.86 to $71.63. 

But no one would properly say that real 
wages have increased by 200 per cent or 
that the average wage earner’s family is 
three times better off. Actually, expressed 
in constant dollars of 1939 purchasing 
power, these earnings were $37.16 in June 
of 1953, so that real wages had increased 
by 56 per cent. 

Or, the problem might be: 


Where a property for which one paid 
$1,000,000 in 1939, representing its 
then value, has depreciated by 20 per 
cent and the cost of constructing an 
equivalent property has doubled, what 
is the present sale price which would 
represent no loss of value less experi- 
enced depreciation? 


If the size of the dollar as the unit of 
measurement were unchanged, the answer 
would be $1,000,000 less $200,000, or 
$800,000. But since the unit of measure- 
ment has shrunk to one-half of its former 
size, any amount less than $1,600,000 
would represent a reduced value. 

The same is true of incomes from prop- 
erties or investments. A return that is in- 
creased in proportion to the decline in the 
value of money is not a higher return than 
before, and a return that is the same num- 
ber of nominal dollars is a reduced real 
income. 


| gee regulation serves its basic pur- 

pose only if it makes revenue equal 
to the economic cost of service, including 
a fair return. It is obvious that the rev- 
enue level permitted by the regulatory au- 
thority is measured in current monetary 
units—here, dollars. It is equally obvious 
that the return which investors will realize 
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out of current revenues will also be real- 
ized in dollars of current value. 

The confusion about measurement of 
the return, however, arises out of the 
illusion that the dollar is a constant unit 
of measurement. 

That illusion is a most persistent cause 
of uneconomic and inequitable results in 
public utility regulation: 

Assume two substantially identical 
natural gas pipelines built by separate 
companies. The first line was built in 
1939 and cost $60 per mcr of daily 
capacity. The second was built in 1950 
to serve generally the same market area 
and cost $120 per mcrF of daily capacity. 
What is the comparative cost? 


To anyone subject to the illusion of the 
constancy of the dollar, the second pipe- 
line “costs” twice as much as the first, 
although the two lines are identical in 


terms of the amounts of resources con- 
sumed in their construction and are equal 
in their capacity to serve the public. 

When we use dollars to measure rev- 
enue against cost, we should be absolutely 
sure that the dollar has a uniform mean- 
ing. If revenue amounts to 1,000 little 
dollars and cost is 1,000 big dollars, they 
are not equal. The same is true if revenue 
consists of 1,000 little dollars and cost 
consists of 800 equally little dollars plus 
200 big dollars. All of the dollars in two 
amounts that are to be compared should 
be uniform in size. 


7 


aang base for the purpose of utility 
rate regulation which is nothing 
more than an expression of the same old 
value in a larger number of smaller dol- 
lars means no appreciation or increase of 
economic value and leaves the investors 
no better off than before. 

On the other hand, a rate base that is 
not adjusted for the decline in the value 
of money results in an unfair indirect 
expropriation of a portion of the fair value 
of the utility property for the benefit of 
the users of the utility service. As a mat- 
ter of regulatory policy, and to avoid any 
extreme advantage or disadvantage from 
“trading on the equity,” the adjustment 
for change in the value of money may 
reasonably be limited to some equivalent 
of the common stock component of the 
allowable return. 


Earnings on Past Investments in Other 
Enterprises Having Corresponding Risks 


HAT, then, is a fair return corre- 

sponding to the competitive cost of 
capital? The question is answered in two 
parts. 

It is a return corresponding with that 
being earned in competitive enterprises of 
corresponding risk: 

First, in that the percentage return 
on invested capital is similar, and 

Second, in that both returns and in- 
vestment are measured in current-sized 
dollars. 


“THE original cost method of rate regulation discriminates 
against owners of utility properties, by treating them as though 
they are creditors instead of owners. Clearly, the owners of 


utility properties are given no status of ‘special privilege’ when 
they are treated in a manner consistent with the status of other 


property owners.” 
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_— we try to apply these principles, 
a simple problem may help as a sort of 
orientation. Here are three industrial 
plants, each owned by Mr. Enterprise, a 
manufacturer of nails. (See diagram, page 
348.) 

They look alike because they are alike. 
Each can produce exactly the same quan- 
tity of exactly the same product with ex- 
actly the same efficiency. They produce 
for the same market. There is only one 
difference: Plant A was acquired before 
the inflation at a cost of $500,000, Plant 
B cost $1,000,000, while Plant C was built 
recently at a cost of $2,000,000. Which 
plant will earn the larger return today? 
Which plant would be worth more to a 
prospective buyer today? 

Perhaps the questions answer them- 
selves. The price of the competitive prod- 
uct or service is a uniform price in the 
given market, regardless of whether the 
product is produced by use of the older 
or the newer facilities. Mr. Enterprise 
doesn’t say to his customers : 


These nails were produced in Plant A 
and I sell them at 11 cents a pound, 
since that price will yield a return of 10 
per cent on the original cost of that 
plant, amounting to 500,000 old-cost 
dollars. However, this other part of my 
inventory comes from Plant B and the 
price is 13 cents a pound. I have still 
other nails of equal quality but they are 
priced at 15 cents, since that price is 
required to provide a return of 10 per 
cent on the original cost of Plant C 
amounting to 2,000,000 smaller dollars. 


No. The competitive price is a uniform 
price. The three plants will tend to earn 
the same return and to have an identical 
value to a prospective buyer and the cost 


of the capital currently used is also equal 
as between the three plants. 


| pes example, Plant C was constructed 
at a recent date. Conditions are but lit- 
tle changed. The original cost of this plant, 
determined by arm’s-length bargaining, is 
likely to be the best available evidence of 
its present fair value. 

This presumption does not exist with 
respect to Plant A and Plant B. Let us 
assume that, although Mr. Enterprise 
paid $500,000 for Plant A in a period of 
fallen prices, it originally cost $1,000,000 
to construct. However, the value of the 
plant was what Mr. Enterprise paid for it 
and at the time of purchase he did not 
expect to earn a return on $1,000,000, the 
cost to the predecessor owner. Why not? 
Because anyone could come along and 
compete on equal terms—with an invest- 
ment of only $500,000. 

That cost is not value is a truism. Past 
cost is never the same as value, fair or 
otherwise, except as a coincidence, but may 
be useful evidence of value. Neither is 
present cost the same as value; a produc- 
tive property may not be worth reproduc- 
ing. 

If Mr. Enterprise had recorded on his 
books the $1,000,000 of cost to the prede- 
cessor instead of his own cost of $500,000 
(which he would not have done), the book 
cost would not have measured either the 
earning capacity or the value of the prop- 
erty. Neither the costs incurred to supply 
a utility service nor the present value of 
property are a dollar more or less because 
of what is or is not accounted for as the 
cost. 


| orem now having been inflated, the cost 
of providing productive plant is much 
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higher than when Plant A was bought, 
or Plant B was constructed. Plant C cost 
$2,000,000 to construct. Other factors be- 
ing equal, Plants A, B, and C are all in the 
same boat. Each can do the same work 
with equal efficiency. The market price of 
the product is uniform and the normal 
return is approximately the same. 

In a competitive society, past costs are 
“water over the dam.” It is current costs 
of creating productive assets that are re- 
flected in the price of goods and services 
and in the earnings of invested capital. 
The earnings of older facilities of equiva- 
lent productive capacity are no less than 
the earnings of new plant and equipment 
provided at a high-cost level. The present 
value of Plant A and of Plant B is the 
same as that of Plant C and is the present 
cost of providing an equivalent productive 
capacity. 


Measurement of the Return 


‘le will be recalled that, in the Bluefield 

Case opinion, and as restated by Mr. 
Justice Douglas in the Hope Case, the 
competitive cost principle was expressed 
somewhat as follows: A utility should 
have an opportunity to earn a return equal 
to that being made at the time on invest- 
ments in other business enterprises having 
corresponding risks. 

The reference is necessarily to any 
alternatively available investment oppor- 
tunities of corresponding risks, whether 
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in public utility or nonutility enterprise. 
“Other business enterprises” means com- 
petitive as well as regulated enterprise. 
To assume that the court meant only 
“other public utilities” is to assume that 
the court would beg the question of 
reasonableness. No test of reasonableness 
of given regulatory policies, methods, or 
formulae can be provided by reference 
to the results of their application to other 
public utilities. The investor is not coerced 
in his survey of alternative investment 
opportunities or restricted in his choices. 
The judicial standard of reasonableness 
—that is, competitive cost—is equally 
broad. It does not involve a vicious circle 
of cause and effect. 

The term “investments” obviously 
means at any given time the amounts of 
capital that have been invested, expressed 
in dollars of the purchasing power exist- 
ing at the dates of investment, since that 
is the basis of accounting and financial 
reporting. This is, of course, the gener- 
ally accepted meaning of the term. 


HUS, with reference to the three in- 
dustrial plants owned by Mr. Enter- 
prise, it was assumed that the investment 
is $500,000 for Plant A, $1,000,000 for 
Plant B, and $2,000,000 for Plant C, or 
a total of $3,500,000. 
Assume that investors now require a 
return of 10 per cent as payment for the 
use of capital and compensation for in- 
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vestment risk. The annual cost of the 
capital represented by Plant C is $200,- 
000, or 10 per cent on the $2,000,000 of 
capital. 

It is established that the to-be-expected 
return is the same for Plants A and B as 
for Plant C—a total of $600,000. 

The capital which would be required 
currently to provide the productive facili- 
ties is the same for each of the 
three plants: $2,000,000, or a total of 
$6,000,000 for all three. 

Furthermore, the return of $600,000 
corresponds to that being earned on in- 
vestments in other business undertakings 
of similar risk, since the rate of return 
of 10 per cent on the current cost of pro- 
viding the “facilities” is required to 
attract the capital from alternative uses. 
For a public utility the cost per dollar 
of capital is seldom as high as 10 per cent. 
It might be 6 or 6.5 per cent, but the 
principle is the same. 

How is the competitive return to be 
measured or expressed? It obviously may 
be expressed in dollars—the $600,000 in 
the illustration. The return also needs to 
be expressed as a rate of return on invest- 
ment or on the value of the productive 
assets. 


HE rates of return on investments 
have only limited significance for 
purposes of analysis or comparison, un- 
less the investments are expressed in 


Plant A 


$500,000 
200,000 


40.0% 


Investment (nominal capital and 
book cost of plant) 
Return at 10 per cent of value .. 


Rate of return on investment .. 


e 
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comparable dollars. The total investment, 
or book cost of plant, is expressed in dol- 
lars of different size. The total for the 
three plants is $3,500,000. The competi- 
tive return is $600,000, amounting to 17.1 
per cent on the book investment. (See table 
below. ) 

The 17.1 per cent is a mere arithmetic 
ratio of present return (expressed in cur- 
rent dollars) to a base which is a mixture 
of noncomparable dollars of unlike size. 
The base includes Plant A, for which the 
recorded dollars have four times the pur- 
chasing power of those recorded as the 
cost of Plant C. In the case of Plant B, 
the recorded dollars are twice as large as 
in the case of Plant C. 

The percentage ratio of 17.1 per cent, 
like a number of oranges divided by a 
number of apples, doesn’t measure any- 
thing. It is related to neither the cost of 
capital (return required) at the time of 
original investment, nor to current cost 
of capital (both assumed to be 10 per cent 
for purposes of the illustration). 


| oon of the three plants has the same 

income-producing capacity and the 
to-be-expected return is the same for each. 
But the return expressed as a percentage 
of investment is 40 per cent for Plant A, 
20 per cent for Plant B, and 10 per cent 
for Plant C, the wide differences among 
the percentages being explained simply by 
the change in the size of the dollar since 


Total for 
Plants 
A, B, and C 


$3,500,000 
600,000 


17.1% 
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Plant C 


$2,000,000 
200,000 


10.0% 


Plant B 


$1,000,000 
200,000 


20.0% 
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the respective dates of investment. The 
composite rate of return on investment is 
17.1 per cent, but this percentage rate is 
determined by what happened to be the 
purchasing power of the dollar at the sev- 
eral dates of investment. If all of the in- 
vestment had been made currently and 
thus had reflected the current cost of the 
productive assets, the rate of return on 
investment would then be 10 per cent. In 
other words, the rate of return on invest- 
ment is 17.1 per cent and the rate of 
return on value is 10 per cent. 


Ww is the application of this illus- 
tration to the determination of a fair 
return to a public utility enterprise? 

No one would suggest that the rate of 
return of 17.1 per cent on nominal book 
investment ought to be applied to the pres- 
ent value of the plant (capital expressed 
in current dollars) in order to measure 
the fair return. The result, a return of 
$1,026,000, would be more than the re- 
turn expected and required by investors 
and more than the current cost of the 
capital used in the enterprise. 

It is equally improper to take the 10 
per cent—the current return related to the 
capital expressed consistently in dollars of 
current value—and apply that rate of re- 
turn to a base measured in noncomparable 
past-cost dollars of unequal meaning. The 
result, a return of $350,000, would be a 
substantial understatement of the eco- 
nomic cost of capital or of a fair return. 

This principle was expressed as fol- 


Investment 
Return at 10 per cent of value .. 


Rate of return on investment .. 
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lows by the “Jackson Brief” in the 
Driscoll v. Edison Light & Power Co. 
Case* before the Supreme Court of the 
United States (October term, 1938, Brief 
of the United States, Amicus Curiae, pp. 
31-32) : 

It would be proper and consistent to 
apply the rate of return on investments 
in industries in general (with elimina- 
tion, of course, of speculative profits) 
to the investment in public utilities. But 
it distorts the comparison and leads to 
double compensation when prices are 
high, to apply the rate arrived at in the 
manner indicated not to investment but 
to a base influenced by high prevailing 
prices. The rate of return measured 
by investment should be applied to in- 
vestment, but only a rate of return on 
“value” should be applied to value; the 
two rates should not be confused. 


The principle would be the same if the 
circumstances were such that the value of 
money had increased since the dates of 
investment. 


en that the circumstances were the 

reverse of those assumed in the pre- 
ceding illustration, so that the rates of 
return on investment were as indicated in 
the table below. 

The rate of return of 4.3 per cent on 
nominal book investment is clearly not a 
measure of a fair rate of return to be 
applied to the present value of the plant. 


228 PUR NS 65. 


Total for 
Plants 
A, B, and C 
$3,500,000 
150,000 


4.3% 
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The result, a return of about $65,000, 
would be a substantial understatement of 
the economic cost of capital or of a fair 
return. On the other hand, it is equally 
improper to take the 10 per cent — the 
current return related to the capital ex- 
pressed consistently in dollars of current 
value, and apply that rate of return to a 
base measured in noncomparable past- 
cost dollars of unequal meaning. The re- 
sult, a return of $350,000, would be a 
substantial overstatement of the economic 
cost of capital or of a fair return. 


The Original Cost Formula 


HE preceding analyses of the relevant 

principles provide the guideposts for 
a considered appraisal of the original cost 
formula of rate regulation, which has 
been adopted in one form or another by 
a majority of regulatory commissions. 
This formula uses as the rate base the 
original cost of utility property, as of the 
date when first devoted to public service, 
without adjustment for the change in the 
size of the dollar after that date. 

The rate of return applied to this kind 
of a rate base is generally measured in 
terms of some variation of “cost of 
capital.” 

The cost per dollar of debt and pre- 
ferred stock capital, used as evidence, is 
sometimes the historically experienced 
cost and sometimes the estimated current 
cost to the given enterprise. During the 
wartime and postwar years of very low 
interest rates, when the current cost of 
debt and preferred stock capital was typi- 
cally below the experienced costs, there 
was a tendency to base the rate of return 
on current cost evidence. The level of in- 
terest rates has now increased and for 
many companies the experienced cost of 
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debt and preferred stock capital is below 
the current cost of replacement or of addi- 
tional capital. In this situation there has 
been a tendency on the part of some com- 
missions to use the experienced cost as 
evidence of a fair rate of return. The 
regulatory process would become suspect 
and lose investor confidence if, under 
changing circumstances, it were to use 
whatever combination of formulae that 
provides the smallest return on utility 
investment. 

In major part, however, the cost of 
capital used as evidence of a fair rate of 
return always reflects the estimated “cur- 
rent cost of capital” as at the time of the 
proceeding, since the evidence of inves- 
tors’ requirements of return from com- 
mon stock investments invariably is on a 
current, although not necessarily a “spot,” 
basis. 


O tee original cost formula of rate 

regulation is obviously inconsistent 
with the competitive cost standard. It 
makes no adjustment for the experienced 
change in the size of the dollar as the unit 
for measurement of investment values 
and returns. It uses, as the measure of a 
rate of return, a capital cost rate meas- 
ured in terms of value, and relates this 
rate of return to an original cost or invest- 
ment rate base expressed in noncompa- 
rable dollars. 

This original cost formula is sometimes 
rationalized on the ground that all the 
changes in the economic environment are 
reflected in cost of capital and thus in the 
allowed rate of return. The fact, how- 
ever, is that no long-term tendency exists 
for value of money (that is, general price 
level) to bear any definite relation with 
investors’ return requirement or the capi- 
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Underpricing Service by Government Fiat 


ak hemes is no moral justification for expropriation of the values of 
utility property, by giving something to consumers at the expense 
of the owner-investors, even though it is done indirectly as the result of in- 
flation. Underpricing of commodities or services by governmental fiat does 
not add to the general public welfare, but does provide a subsidy for one 
segment of society at the expense of another social segment. Justification 
cannot rest upon the possibility that the process will be reversed at some 
future date, so that investors may then gain at the expense of consumers.” 





tal cost rate. A rate of return based on 
cost of capital makes no adjustment for 
either inflation or deflation (see the pre- 
ceding discussion of the capital attraction 
standard) : 


The view that the market cost of 
money automatically compensates for 
realized inflation is a simple fallacy 
arising out of a misunderstanding of 
the theory of the relation between 
money interest and prices.* 


The formula thus discriminates against 
the owners of utility property and treats 
them as a class apart from other owners 
of property in our economy. 

8“Rate of Return and the Value of Money in 


Public Utilities,” by Walter A. Morton, Land Eco- 
nomics, May, 1952, p. 113. 
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ag invalid defense of the original 
cost formula is provided by refer- 
ence to the experience of creditors: 
“Bondholders have been unfairly treated 
by inflation and have experienced reduced 
real incomes or have lost a part of their 
capital; why should utility investors ask 
for ‘special privilege’ ?” 

This analogy is false because it disre- 
gards the difference in effect of change 
in the value of money on the respective 
positions of creditors and owners of 
property. 

All creditors, including lenders to pub- 
lic utilities and other business enterprises, 
are injured by a decline in the value of 
money, since they contract to receive a 
fixed number of dollars, as periodic inter- 
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est or repayment of principal, regardless 
of the value of money at the dates of 
payment. On the other hand, the creditor 
stands to gain if the value of money 
should rise. The position of the borrower 
is always the reverse; he takes the risk of 
a rise in the value of money and stands 
to gain from a loss of purchasing power. 

It may be agreed that creditors, includ- 
ing bondholders, are treated badly by a 
society that permits a substantial indirect 
loss of income and capital through the 
ravages of inflation. However, this 
is a much broader problem, beyond 
the capacity of any given regulatory 
commission to solve. 


HE owner or borrower in our com- 
petitive society is not in a position 
corresponding to that of the creditor, 
except to the extent that he is put there 
by governmental controls. The owners of 


all other kinds of property, including 
buildings, lands, productive equipment, 
and all other equitable interests in goods 
and resources, have had their interests re- 
stated in current dollars to the extent that 
the demand for and supply of these goods 
(and thus their real values) have not 
changed. In fact, the position of the 
owner-borrower is the reverse of that of 
the creditor. The disadvantage experi- 
enced by creditors is reflected in a cor- 
responding advantage to owners who are 
borrowers, since the payments to creditors 
required by existing contracts are a 
reduced real burden. 

The readjustment to the changed size 
of the dollar runs through the whole of 
our competitive economy, excepting only 
the interests of those who have contracted 
to receive a fixed number of nominal 
dollars. The gross national product, in 


bookkeeping or nominal dollars, increased 
by 281 per cent from 1939 to 1952. Ex- 
pressed in comparable dollars, the increase 
was about 88 per cent—a very substantial 
improvement in national well-being, but 
not nearly as great an increase as would 
appear from the illusion-ridden compari- 
son of nominal dollars. 


7 original cost method of rate regu- 
lation discriminates against owners 
of utility properties, by treating them as 
though they are creditors instead of own- 
ers. Clearly, the owners of utility proper- 
ties are given no status of “special privi- 
lege” when they are treated in a manner 
consistent with the status of other 
property owners. 

There is no moral justification for 
expropriation of the values of utility 
property, by giving something to consum- 
ers at the expense of the owner-investors, 
even though it is done indirectly as the 
result of inflation. Underpricing of com- 
modities or services by governmental fiat 
does not add to the general public welfare, 
but does provide a subsidy for one seg- 
ment of society at the expense of another 
social segment. 

Justification cannot rest upon the pos- 
sibility that the process will be reversed 
at some future date, so that investors 
may then gain at the expense of consum- 
ers. The long-term trend is toward infla- 
tion. For the shorter term, the built-in 
high wage costs, governmental monetary 
policy, and the political necessity of gov- 
ernmental action to prevent business re- 
cession and unemployment are forces so 
strong that there is hardly even a possibil- 
ity of a substantial decline in the general 
price level. The prospect of that kind of 
quid pro quo for investors is too remote 
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in time to have any value to them, if 
indeed it exists at all.* 


id a serious business depression were to 
be experienced, it undoubtedly would 
be demanded that the public utilities 
“share in the depression.” Actually, the 
owners of utility property would not then 
be entitled to an excess of returns over 
and above the economic cost of capital, 
except as a matter of consistent and fair 
treatment. In any case, practical con- 
siderations would preclude regulatory 
approval of utility rates seriously out of 
step with the rest of the economy. 

The consequences of the original cost 
rate base formula thus are that, in a 
period of inflation, consumers receive the 
benefit of use of utility property without 
adequate compensation to the owners. In 
a period of depression, when price levels 
fall and the value of money rises, there 
will be no opportunity to redress the in- 
jury to owners. The formula thus be- 
comes a “one-way street.” 

The inconsistency is one thing and the 
unfair treatment of past investments in 
public utilities is another. But from the 
standpoint of the general public welfare, 
the long-term adverse economic conse- 
quences are probably even more important 


4 See “The Present Price Level Is Here to Stay,” 
by Paul W. McCracken, Pusric Utititres Fort- 
NIGHTLY, January 21, 1954, p. 81. 
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than either the inconsistency or the 
unfairness. 

It needs to be re-emphasized that the 
function of prices in our competitive 
economy is like that of a policeman. They 
direct the traffic; that is, the supply of 
and demand for goods and services. When 
prices vary from the competitive cost 
level, the traffic gets out of balance. 


HE original cost rate base is inflexi- 

ble; that is, not adjusted to the 
changing facts of economic life. In most 
instances, such a rate base is readily avail- 
able from the books of account, but the 
accounting process should not be depended 
upon to provide results which it was never 
designed to provide. The result is rigid 
rates, and rigid utility rates play the same 
role as any other inflexible prices. 

If the original cost formula were to be 
applied consistently in a period of serious 
depression and reduced incomes, utility 
rates would remain pegged at too high a 
level. The utility service would be over- 
priced. The effect of depression and of 
reduced incomes on individuals and busi- 
nesses is magnified by artificially fixed 
prices for some goods and services. The 
consumption of other goods and services 
is curtailed in greater proportion than the 
reduction of total spendable income, be- 
cause of the necessity of paying the in- 
flexible rigid prices. Because the value of 


“THE competitive cost standard is obviously equitable. Fairness 
in earnings regulation concerns particularly the ‘sunk’ invest- 
ment that is dependent upon the fairness of the regulatory policy 
and practice. There is no unfairness tf regulation brings rates to 
the level of economic cost and provides for the past investment 
an opportunity to earn a return equal to, but no more than, that 
being earned on other investments of similar risk.” 
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the consumers’ dollar is higher at such 
times, the original cost formula would 
make the real cost of utility services to 
consumers higher than before the depres- 
sion. The demands for the utility services 
are reduced where they are not necessi- 
tous. The result may be unutilized capac- 
ity, higher average unit costs of supplying 
service, and reduced utility earnings. 

Rigid utility rates are a menace to 
smooth and effective operation of the 
economic system. The prices of other 
goods and services are forced lower by 
lack of demand, but inflexible utility rates 
tend to retard recovery from depressed 
business conditions. The price system thus 
tends to be thrown out of gear. These 
economic attributes of rigid utility rates 
were spelled out at great length in evi- 
dence given by nationally known econo- 
mists before the Wisconsin commission 
in the Wisconsin Telephone Company 
Case.® 


~: what is the effect in a period of 

price inflation ? If utility rates under- 
state the economic cost of supplying util- 
ity service, the service is underpriced. 
Again, the rigid prices, or “rates” in 
utility parlance, fail to control the eco- 
nomic traffic. The “demands” for the 
underpriced service, stimulated by its rela- 
tive cheapness, are sometimes greatly in 
excess of the demands that would exist 
if the full economic cost were reflected in 
the price of the service. Consequences of 
the underpricing, experienced in one form 
or another by many public utilities during 
recent years, are: 


(1) Inability to supply the service 


5Re Wisconsin Teleph. Co. PUR1932D 173, 
250-266, 271-278. 


that is requested at the established rates 
and held orders or some form of 
rationing, or 

(2) Overloading.of available facili- 
ties and an unavoidable decline in the 
quality of the service supplied, or 

(3) An uneconomic expansion of 
the rate of investment in the business. 


However, an eventual readjustment of 
prices to the economic cost of the service 
cannot be avoided. Let us assume that 
(1) the general price level becomes stabi- 
lized or declines somewhat, and (2) the 
original cost formula is consistently 
applied in the future. The existing plant 
will sooner or later be retired and re- 
placed. 

Under the formula, the replacement 
plant will be reflected in the rate base 
at its full economic cost (to the ex- 
tent that the price level is stable), or at 
more than its economic cost (to the extent 
of any rise in the value of money after 
the plant is installed). 


| pinnae additional amounts of capital 
will have to be obtained from investors 
to substitute in part for the existing capi- 
tal, since the accounting amortization 
of original cost over the estimated 
useful life of the plant does not pro- 
vide for maintenance of an equivalent 
service-giving capacity. Therefore, higher 
charges to consumers will be necessary to 
reflect the additional costs of the capital 
required in substitution for what is now 
being dissipated, including both return 
on capital and additional depreciation 
charges. 

What will be the effect of demands for 
service when consumers must again pay 
the full economic cost of the service, plus 
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the costs that are being shifted forward badly treated? They will have made their 
to future generations of consumers by the purchases of utilization appliances with- 
failure to now provide in full for mainte- out knowing that the day of reckoning is 
nance of the integrity of the capital em- coming. What of the effect on investment 
ployed? Will not the consumers then feel risk? 


Part III of this article will appear in the next issue of the FoRTNIGHTLY. 





We Build Better Than We Know 


a4 HIs applies to all of us and not just to some of us. Our entire 
business... exists so that we may render service. 

“Many of us spend a lot of time in ways that seem to be quite far 
removed from the actual job of handling telephone calls. We make 
out bills. We repair office furniture. We write letters and prepare 
reports. We study economic and financial conditions. We do re- 
search, wash trucks, and buy mechanical pencils. We do a million 
other things. But we do every one of them in order that all of us to- 
gether will be able to meet the public’s needs for telephone service 
as well as we know how. 

“T repeat, ‘As well as we know how.’ What we do is so important 
that we know only one way to do it. That is—to the full extent of 
our ability. 

“I am not sure when it was that the idea of providing the BEST 
POSSIBLE telephone service first became rooted in this business—in 
the minds of telephone people. I do know it was flourishing forty 
years ago, when I started, and I imagine it goes back quite a while 
before that... . It is the foundation of all our efforts. 

“Now there are no two ways about it: Doing our best is demand- 
ing. It simply will not come easily. But it pays its own dividends. 
For it sharpens our competence. As we make a habit of doing our 
best, we acquire talents that we would not wont to be without. And 
besides gaining in skill, I am sure we also gain in character—in our 
stature as human beings. 

“Another value in the job is well brought out in a comment made 
not long ago by one of the night chief operators. In talking about 
her work she said something like this: 

“In this job things often happen very fast. And when they do, 
you know perfectly well that what happens next ts squarely up to 
you. You're on your own. But at the same time, you also know that 
the whole company and telephone people everywhere are ready and 
eager to help in every way.’ 

“That sums up one of the most important characteristics of our 
work. Giving telephone service calls for a combination of individual 
resourcefulness, plus teamwork, which if it isn’t unique is certainly 
unusual... .” 

—CLEo F. Crale, 
President, American Telephone and Telegraph 
Company. 
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The Need for Recognizing 
Fair Value 


There are a number of argumenis in favor of a return to a fair 
value basis for rate making, but this author takes the position that 
the main reason is the unfairness and inadequacy of original cost 
under economic conditions now prevailing and likely to prevail 
for the indefinite future of managed currency. 


By PAUL GRADY* 


HE U. S. Supreme Court, in an 

opinion written by Justice Douglas 

in the Hope Natural Gas Case 
(1944, 51 PUR NS 193), has said that 
the fixing of just and reasonable rates 
involves a balancing of the investor and 
the consumer interests. It seems a fair 
question, however, to ask whether this 
is too narrow a viewpoint of the real 
public interest to be served by regulation. 
Certainly the customers should be pro- 
tected from unreasonable charges and the 
investing public should be fairly com- 
pensated but, overriding these considera- 
tions, regulation should assure that the 


* Partner, Price Waterhouse & Co. For addi- 
tional personal note, see “Pages with the Editors.” 


utility as a public servant shall be at all 
times able to meet its responsibility of 
rendering adequate service to the public. 

President Eisenhower said in a recent 
speech, ‘““We—this American society—are 
not some perilously balanced equation of 
political convenience in which labor plus 
farm plus capital plus management equals 
America.” His statement was not directed 
to public utility regulation, but the general 
principle that the public welfare tran- 
scends any one or the sum of all special in- 
terests is entitled to great weight by regu- 
latory bodies and by the courts. 

The specific authority and duties of the 
various public utility commissions are set 
forth in the respective laws of the states 
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and of the United States. Most of the 
laws provide that rates shall be just and 
reasonable and many specifically state 
that the rate base shall be the present fair 
value of property devoted to utility serv- 
ice. In addition to the statutory pro- 
visions, the courts have held that the 
Constitution prohibits the confiscation of 
property either by fixing of too low a rate 
base, too little depreciation, or less than 
a reasonable rate of return. From a lay- 
man’s viewpoint it should seem logical 
that any test of confiscation of property 
would have to be judged in relation to the 
present fair value of the property. For 
many years the courts held to this 
conclusion. 

Regardless of the extensive background 
of legal precedent and statutory prescrip- 
tion of fair value, as the basis for rate 
making, the federal regulatory commis- 
sions, under the previous administra- 
tions, have carried out a steady march to- 
ward original cost less depreciation, as a 
fixed formula for the rate base, in com- 
bination with current market rates for 
funded debt and equity capital as the al- 
lowable rate of return. 


M?*" readers will doubtless recall the 
establishment of original cost as a 
mere accounting subdivision of the utili- 
ties’ plant investment. This was intended, 
according to the affidavits of staff mem- 
bers of the commissions, to provide infor- 
mation of great usefulness in a considera- 
tion of evidences of value and did not in 
any way emasculate cost to the utilities. 
After the uniform systems had been up- 
held in the courts, the commissions went 
further in restricting the corporate cost of 
plant investment by requiring property ac- 
quisition adjustment accounts, regardless 
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of what they represented, to be written 
off to surplus or to other income deduc- 
tions. The federal commissions also 
shifted rapidly from the objective of use 
of accounting for the purpose of supply- 
ing information useful in regulation, to 
the use of original cost accounting as the 
main instrument of rate regulation.’ 

During this switch to strict adherence 
to cost in utility regulation, over-all finan- 
cial policies were contributing to inflation. 
The supply of money and its equivalent in 
the form of bank credit was greatly in- 
creased through deficit financing and de- 
valuation and was widely distributed via 
government spending. The inflationary 
forces were well under way even before 
our engagement in World War II. The 
tremendous cost of the war was met large- 
ly by deficit financing; in other words, by 
the creation of money. During the war 
the extent of this inflation was hidden 
somewhat by price controls but became 
fully evident in the postwar period when 
the reservoir of purchasing power and the 
pent-up demand came into full competi- 
tion for available supplies of consumer and 
capital goods. 

The greatest need in utility regulation 
in recent years has been the re-establish- 
ment of the required degree of independ- 
ence and of a judicial attitude. The Eisen- 
hower administration has used every op- 


1In the Hope Natural Gas Company Case (1942, 
44 PUR NS 1), it will be recalled the Federal 
Power Commission found that the rate base was 
the actual legitimate cost less existing depreciation 
plus estimated working capital. In the determina- 
tion of actual cost, $17,000,000 of drilling costs 
applicable to presently producing wells was ex- 
cluded because the company had charged these costs 
to expenses in the period prior to regulation and 
the commission gave no weight to evidence of re- 
production cost. Subsequently, in the Pennsylvania 
Water & Power Company Case (1949, 82 PUR NS 
193), the commission held that the rate base was 
original cost less straight-line depreciation plus 
working capital. 
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portunity to demonstrate a fundamental 
respect for the co-ordinate status of the 
legislative and judicial branches as well as 
a belief in states’ rights. 


a more tangible fashion there have 

been several indications that state regu- 
latory commissions and courts have seen 
the fallacy and unfairness of the original 
cost formula as applied in present circum- 
stances where the current dollar cost of 
utility plant is substantially greater than 
the original cost.* 

Percentage allowances for rate of re- 
turn do not mean a great deal unless they 
can be related tu the rate base allowance 
and to the treatment of various expense 
items in the test period. Following the re- 
versal of its decision as to return in the 
Northern Natural Gas Company Case, 95 
PUR NS 289—allowing a 54 per cent re- 
turn—the FPC allowed 6} per cent return 
to the United Fuel Gas Company. (This 
allowance was more liberally confirmed in 


£In addition to recent (1953) state court deci- 
sions requiring commissions to recognize reproduc- 
tion cost elements of fair value in Illinois and 
Maine, and a 1950 adoption of a fair value base 
by the Michigan commission, fair value, as the 
established basis for rate making, now prevails in 
Maryland, North Carolina, Ohio, Pennsylvania, 
Indiana, Delaware, Arizona, and New Mexico. In 
two states, Florida and North Dakota, original cost 
is prescribed as the basis for regulation in the pub- 
lic utility statutes. In the other states the public 
utility acts generally set forth that rates shall be 
just and reasonable or contain valuation provisions 
which to a layman indicate that fair value was 
intended. The meaning of some of these statutory 
provisions has not been tested or clearly interpreted 
in the courts since the Hope decision. 


e 


a settlement, accepted by United Fuel Gas, 
following a rehearing in which the com- 
pany complained of inadequate provisions 
for expenses during the test period.) Sev- 
eral state commissions, including Florida, 
Missouri, Alabama, New Mexico, and 
Maine, have allowed rates of return 
around 64 per cent. 

While the trends thus indicated are en- 
couraging, a great deal remains to be done 
in obtaining a full understanding of the 
permanent impact on utility costs of the 
monetary inflation which has occurred in 
the past twenty years. All of the major 
factors in rate making—namely, the rate 
base, the allowance for property exhaus- 
tion, and the rate of return—are substan- 
tially affected. Substantial progress could 
be made if we can bring about an under- 
standing that the primary issue is not so 
much fair value versus a prudent invest- 
ment or cost concept, but rather that orig- 
inal cost is simply not a valid method of 
determining real economic costs, follow- 
ing a substantial and permanent decrease 
in the purchasing power of the monetary 
unit. 


i hen crux of the problem stems from 

the unsuitability of a managed mone- 
tary unit of changing purchasing power 
to serve as a medium of expressing the 
aggregate wealth invested in fixed assets 
and the portion thereof chargeable to the 
operating costs for the purpose of deter- 
mining income available for return. Sup- 


“THE greatest need in utility regulation in recent years has been 
the re-establishment of the required degree of independence and 
of a judicial attitude. The Eisenhower administration has used 
every opportunity to demonstrate a fundamental respect for 
the co-ordinate status of the legislative and judicial branches 
as well as a belief in states’ rights.” 
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pose our political leaders had shown the 
courage and desire to accomplish a 50 per 
cent cut in the purchasing power of the 
dollar overnight by doubling all wage rates 
and doubling the supply of money and its 
equivalent and had shown the forthright- 
ness to change the name of the dollar to 
that of “roller.” 


N these circumstances, would anyone say 

that the “integrity of the investment 
is maintained” by (1) adding the previous 
dollars invested in utility plant to the sub- 
sequent “rollers” invested, to determine an 
investment rate base, (2) allowing depre- 
ciation in “rollers” on the combined dol- 
lar and “roller” service value over the es- 
timated life of the properties, and (3) 
allowing a return in “rollers” on the com- 
bined dollar and “roller” rate base? In 
essence this is exactly what has happened 
in approximately one decade, except that 
the name of the dollar was not changed. 
And the original cost advocates still claim 
that no consideration should be given to 
the decrease in the purchasing power of 
money in determining the rate base, an- 
nual property exhaustion costs, and the 
allowable return. 

The accountants, engineers, and man- 
agements of the utility companies must 
have learned how to deal with fractions 
well enough to demonstrate to the regula- 
tory commissions and the courts the fal- 
lacy of applying an original cost formula 
after a long period of substantial mone- 
tary inflation. The dollars invested in util- 
ity plant in any year are merely the nu- 
merator and the purchasing power for that 
year is the denominator. The purchasing 
power or denominator is different for 
practically every year and it is obvious 
that these fractions must be stated on a 
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common denominator basis before the re- 
vised comparable numerators may be 
added to obtain a meaningful aggregate 
current dollar investment in utility plant. 


bene point was illustrated in his usual 
vivid style by Professor William A. 
Paton in recent testimony before the 
Michigan commission. He uses diagrams 
of a two-story building, of which the first 
story was built in 1940 and the second in 
1953. He assumed that between 1940 and 
1953 the foot had been changed to six 
inches but was still called a foot and that 
the purchasing power of the dollar had 
also been cut in half but was still called a 
dollar. The first floor was 10 feet high and 
cost $100,000, both expressed in 1940 
measuring units; the second floor was 20 
feet high and cost $200,000 in the 1953 
measuring units. It is obvious that it is 
just as wrong to say the building cost 
$300,000 as it is to say that it is 30 feet 
high. Any significant expression of the 
height or the cost must convert the earlier 
units into terms of the current units. If 
this conversion is made it is clear that we 
obtain a harmonious and sensible answer 
that the building is 40 feet high and that 
it cost $400,000, stated, respectively, in 
terms of the assumed new linear measur- 
ing unit and of the 1953 dollar. 

Let us extend this simple illustration 
into rate regulation—first under an orig- 
inal cost concept and then under a current 
cost concept—which gives proper recog- 
nition to the effects of monetary inflation. 
Under an original cost concept the rate 
base would be $300,000 less $25,000 ac- 
cumulated depreciation on the first story 
of the building, assuming a 50-year esti- 
mated life, or a net amount of $275,000. 
The annual depreciation allowance on a 
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straight-line basis would be $2,000 on the 
first floor and $5,333 on the second floor 
(based on remaining estimated life), or a 
total of $7,333. Assuming a 6 per cent 
return on the rate base, the utility would 
be allowed to earn $16,500 over and above 
operating expenses and taxes. 


| emg original cost regulation the util- 
ity would receive $7,333 as com- 
pensation for exhaustion of capital and 
$16,500 as compensation for return on 
capital invested or an aggregate for both 
phases of capital costs of $23,833. Under 
a current cost concept, which properly 
translates the past investment into current 
dollars, the rate base would be $400,000 
less $50,000 depreciation, or a net amount 
of $350,000. The annual depreciation al- 
lowance in terms of present dollars would 
be $4,000 on the first floor and $5,333 on 
the second floor, or a total of $9,333. The 
6 per cent rate of return on the rate base 
would produce net earnings of $21,000. 
Thus, when property exhaustion costs and 
the wages of capital are properly stated in 
current dollars, the sum of the two be- 
comes $30,333, which is $7,500 or 31 per 
cent more than on the original cost result. 
Another way to look at the real meaning 
of the original cost result is that after al- 
lowing for the economic or current dollar 
cost of property exhaustion there is $14,- 
500 left for return, which represents only 
slightly more than a 4 per cent return on 
the present dollar cost of the property less 
depreciation. 

How can there be a clearer example of 
confiscation than failure to allow for prop- 
erty exhaustion in current dollars on the 
first floor of the building compounded by 
the limitations of a return only on the 
original cost, less depreciation? Under 
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these conditions, the market value of capi- 
tal stock would undoubtedly be limited to 
approximately the nominal book value and 
the investors who furnish capital for the 
second story would receive twice the num- 
ber of shares as the investors who built 
the first story. Thus the old investors who 
contributed one-half of the productive ca- 
pacity are reduced to a one-third equity in 
earnings and the new investors would re- 
ceive a two-thirds equity in earnings for 
the one-half of productive capacity con- 
tributed by them. 

This example is fairly typical of what 
has actually happened generally to a great- 
er or less degree in the utility industries 
during the postwar period. It is difficult to 
understand how anyone can believe that 
the integrity of the investment has been 
maintained under these conditions or that 
the utility industries can long remain in 
sound financial health under an original 
cost formula of regulation. 


© ge one case has come to my atten- 
tion in which an allowance was made 
for something more than original cost de- 
preciation. In The Peoples Gas Light and 
Coke Company decision the Illinois Com- 
merce Commission allowed original cost 
depreciation plus approximately $550,000 
additional for anticipated obsolescence; 
the nature of the latter allowance was not 
specifically described.* 

The construction of state laws, of 
course, is a matter for the commissions 
and the courts to pass upon. However, if 

8 (1953) 99 PUR NS 361. In an appeal of the 
Southern Bell Teleph. & Teleg. Co. v. North 
Carolina Utilities Commission, the superior court 
in reversing the commission held that the com- 
pany was entitled to compensation for property ex- 
haustion in terms of current dollars. But this was 
reversed on further appeal by the North Carolina 


Supreme Court, which reinstated original cost 
depreciation. 
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property replacements and substitutions 
have their customary accounting and busi- 
ness meaning, it seems clear that utilities 
are placed in the serious predicament of 
being limited by the classification of ac- 
counts to recovery of original cost and at 
the same time are prohibited from issuing 
new securities for the excess of current 
costs of new properties over the original 
cost of properties retired. The only re- 
maining source of funds to cover property 
replacements and substitutions would be 
retained earnings and for many years the 
utilities have found it necessary to pay out 
in dividends a very high percentage of the 
earnings applicable to capital stocks. 


Bie allowance of compensation for 

property exhaustion in current dollars 
for rate purposes is made more difficult of 
accomplishment by the fact that the excess 
of the current dollar costs over the his- 
torical dollar cost to the utilities is not al- 
lowable for federal income tax purposes. 
This means that the utility, under present 
tax rates, in order to provide for the main- 
tenance of established capacity, must col- 


lect $2.08 in revenues for each dollar of 
property exhaustion allowed over and 
above the amount of depreciation allowed 
for tax purposes. At recent hearings of 
the House of Representatives Ways and 
Means Committee, several witnesses for 
the utility industry requested that the In- 
ternal Revenue Code be revised to allow 
adjustment of depreciation charges to give 
effect to changes in price level. This is a 
good start, but there can be little hope for 
remedial action by Congress without a 
concerted effort which has the full back- 
ing of all utility industry, as well as strong 
recommendations by the regulatory com- 
missions. The Congress and the public 
must be made to see the danger to our gen- 
eral welfare inherent in this disguised 
capital levy on the public utility industries, 
which are the foundation of our produc- 
tive enterprise system. 


eo principal argument advanced by 

the original cost advocates against 
translating the historical investment into 
current dollars is that obsolescence and 
inefficiencies present in the existing utility 


TREATMENT OF HYPOTHETICAL BUILDING IN RATE REGULATION 


Rate Base 


First story (1940) 
Second story (1953) 


Total cost 


Less—Reserve for depreciation on Ist story (50-year life) 


Rate base 

Annual Return 
Earnings at 6% 

Annual Property Exhaustion 
First story at 2% per annum 


Original Cost Cost in 
In Mixed Current 
Dollars Dollars 


$100,000 $200,000 
200,000 200,000 


$300,000 $400,000 
25,000 50,000 


$275,000 $350,000 
$ 16,500 $ 21,000 
$ 2,000 $ 4,000 


Second story on basis of 374-year remaining life 5,333 5,333 


$ 7,333 $ 9,333 


$ 23,833 $ 30,333 
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plant would effectively offset the inflation. 
If this argument were sound it would 
demonstrate that something is seriously 
wrong in the rates of depreciation being 
used because depreciation is designed to 
cover all phases of property exhaustion, 
the principal one being obsolescence. Un- 
der a stable price level the original cost ad- 
herents presumably would agree that the 
cost of the property less depreciation is a 
suitable measure of an investment rate 
base and they would raise no question as 
to unrecognized obsolescence and ineffi- 
ciencies. Now, if instead of a stable con- 
dition we have inflation to the extent of 
reducing the dollar to one-half of its pre- 
vious purchasing power, how can the ad- 
justment of historical dollar investment 
and the concurrent adjustment of the ac- 
cumulated reserve for depreciation to cur- 
rent dollars introduce any question of 
physical obsolescence ?# 

Another objection encountered to stat- 
ing the cost of utility properties in current 
dollars both for the rate base and for 
measuring property exhaustion costs is 
that such action would be tantamount to 
giving investors in utility common stocks 
special relief from the effects of inflation. 
This ignores the fact that price fixing un- 
der regulation is a substitute for the usual 
market forces of supply and demand in 


£In this connection, it should be pointed out that 
translation of the depreciation reserve into current 
dollars is not accomplished by merely using the 
over-all percentage relation of the book reserve to 
the original cost of plant but instead gives appro- 
priate weight to the aging of the reserve accumula- 
tions. In the example of the building it will be 
noted that on an original cost basis the reserve 
was approximately 8 per cent of plant whereas after 
conversion to current dollars the reserve was over 
12 per cent of plant. If the 8 per cent reserve was 
a reasonable measurement of depreciation and 
obsolescence on the original cost basis then the 12 
per cent is an equally correct measurement in rela- 
tion to the cost in current dollars. 
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competitive enterprises. It can readily be 
demonstrated that manufacturing indus- 
tries have priced their products at a level 
which has covered cost of property ex- 
haustion in current dollars and has left a 
remainder of net income which has aver- 
aged approximately 8 per cent on invested 
capital stock and surplus stated in current 
dollars during the entire postwar period. 
Whatever merit there is to pricing prop- 
erty exhaustion costs in current dollars, it 
manifestly applies to all of the property or 
to none of it. The full economic cost in 
current dollars of property exhaustion 
must be met regardless of where it is 
charged. If it is unsound, as I believe, to 
issue new securities for property replace- 
ments and substitutions, this applies just 
as much to new debt securities as it does 
to new common stock. Furthermore, if a 
utility for competitive or other reasons is 
willing to accept less than full compensa- 
tion, then in the interests of clarity to all 
parties to the rate-making proceeding it 
should be recognized that the earnings 
available for return have been reduced. 


Ge objections to adjusting for price 
level changes have been directed to the 
limitations and alleged unsuitability of 
available price index series. It is difficult 
to see why the indexes should be unsuit- 
able for this purpose when they are al- 
ready in wide use in wage agreements, 
long-term purchase and sales arrange- 
ments, statutory social security benefits, 
farm commodity price supports, and local 
taxes. It is my opinion that the price in- 
dices available have a far greater accuracy 
in measuring the changes in price levels 
in the areas with which they deal than can 
be said to exist in the estimates of the lives 
of various types of physical properties 
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which are the basis for depreciation rates. 

The Index of Price Deflators, compiled 
and published by the Department of 
Commerce, covering construction costs 
and producers’ durable equipment costs; 
Handy’s Public Utility Index, covering 
buildings, gas plants, and electric plants; 
and many indexes prepared by the engi- 
neering staffs of state commissions are en- 
tirely suitable for the purpose of trans- 
lating utility plant investment and prop- 
erty exhaustion costs into current dollars. 
For that matter the Consumers’ Price In- 
dex, compiled by the Bureau of Labor 
Statistics, would also reasonably accom- 
plish the translation of past dollar costs. 

The 1953 repcrt of the NARUC Valu- 
ation Committee is an excellent summa- 
rization of the major issues involved in 
current rate proceedings. The following 
conclusion in itself may be of considerable 
significance as an indication of a more 
reasonable and constructive trend of 
thought : 


As a result of recent court decisions, 
an increasing number of state commis- 
sions are now required to adhere more 
closely to statutes and base their find- 
ings on a fair value rate base and most 
of these are specifically barred from 
considering original cost as the sole cri- 
terion of value. These issues will un- 
doubtedly be the subject of review in 
other courts because they have been pre- 
sented in proceedings before commis- 
sions in most other states. 

This committee takes no position for 
the purposes of this report as to the ap- 
propriate treatment of any of these is- 
sues in fixing rates. It feels strongly, 
however, that in the absence of statu- 


tory requirements or established proce- 
dure in individual states there should 
be no revival on a broad scale of the 
complex and vexing methods of finding 
reproduction cost less depreciation 
which the use of a present value base 
formerly entailed. In these days of rapid 
change, prompt and effective rate treat- 
ment should not be hamstrung by the 
necessity of making expensive, detailed, 
and time-consuming property valua- 
tions, if some other more expeditious 
procedure can be found and employed 
which would provide equitable results. 
One such alternative procedure might 
be in the use of trended original cost 
depreciated, which recognizes the 
change in the value of the dollar with- 
out the time-consuming and costly task 
attendant upon reproduction cost esti- 
mates. 


wu the foregoing is not an endorse- 
ment of the necessity of making price 
level adjustments to obtain realistic plant 
investment and property exhaustion costs, 
neither is it antagonistic to the principle. 
Possibly the conclusion of the committee 
offers a foundation for building a more 
practical structure of regulation in which 
the staffs of the commissions would recog- 
nize the original dollar costs must be trans- 
lated into current dollars by use of suitable 
price indexes and the utilities would fore- 
go the extremes of reproduction cost new 
appraisals. There can be no question that 
under such a method of regulation reason- 
able results can be obtained which will 
fairly deal with consumers’ and investors’ 
interests and above all will serve the pub- 
lic interest by maintaining a vigorous util- 
ity industry. 
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Consolidation of SWPA 


a Kerr (Democrat, Oklahoma) 
has pledged a last-ditch fight “to do 
everything we can to prevent, hinder, and 
delay” a personnel cut in the Southwestern 
Power Administration. He also stated that 
“the REA people, the municipal leaders, 
and everyone else interested, know that 
the Southwestern Power Administration 
cannot function on that kind of crippled 
basis.” 

What the Oklahoma Democrat was 
talking about was Interior Secretary Mc- 
Kay’s recent order of a 20 per cent man- 
power reduction in SWPA immediately, 
with a further reduction to the extent of 
33 per cent by May Ist. McKay’s action 
was based on a survey team recommenda- 
tion which has been analyzing the opera- 
tions of Interior’s public power agency, 
serving Arkansas, Louisiana, and parts of 
Kansas, Missouri, Texas, and Oklahoma. 
McKay announced that his first reduction 
in force would drop SWPA’s staff (now 
numbering between 210 and 224, as com- 
pared with an authorized 256) to 180 by 
May Ist. After that a schedule is to be 
submitted in sixty days for bringing the 
total down to 86. 
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Washington and 


the Utilities 


The agency’s own separate Washington 
office will be abolished. The survey report 
suggested that future responsibilities of 
SWPA will “be principally system opera- 
tions and marketing power to a small num- 
ber of wholesale customers, thus eliminat- 
ing many of the extraneous activities.” A 
large force of field representatives “is no 
longer required,” the report stated, and 
former requirements for skilled people in 
public relations, sales, contract negotia- 
tions, professional engineering, account- 
ing and control supervision “are no longer 
necessary.” 

The order is being carried out by Fred 
G. Aandahl, who said that reductions of 
the agency’s personnel are being made “in 
an orderly manner.” 


— said he had approved putting 
into effect some of the recommenda- 
tions of a survey team which studied the 
power-marketing agency as part of his 
program to examine operations of all de- 
partment units. 

“The cost of administration of SWPA 
is an item that is included in the rate for 
power charged the customer,” the an- 
nouncement said. “The proposed econo- 
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mies in administration will be to the cus- 
tomers’ benefit.” 

SWPA may eventually be deprived of 
its semi-independent status if the survey 
team recommendations on this point are 
approved by Interior. The survey recom- 
mended that the agency be converted into 
a division of power marketing. This, with 
others, would be placed under a proposed 
new super official within the Office of the 
Secretary of Interior to perform the du- 
ties of an over-all power administrator. 
He would have charge of direction and 
policy interpretation of all government 
power-marketing agencies. 

“It is felt that substantial economies 
can be effected through uniform interpre- 
tation and application of government 
policies with respect to the marketing of 
federal power, by appointment of one ad- 
ministrator located in close proximity to 
the Secretary of Interior and the Con- 
gress,” the survey stated. This is known to 
be in line with departmental thinking and 
may go into effect at a later date. Interior 
seems content for the present to act only 
on those recommendations affecting reduc- 
tion in personnel. The report also stated: 


The division should be headed by a 
power manager located with headquar- 
ters in Tulsa, Oklahoma. 

This recommendation is contingent 
upon the establishment in the Office of 
the Secretary of Interior of a power ad- 
ministrator responsible for the direction 
and policy interpretation of Southwest- 
ern, as well as other government power- 
marketing agencies. 


The administration now maintains local 
offices at Springfield, Missouri; Little 
Rock, Arkansas; Muskogee, Oklahoma; 
and Ada, Oklahoma. An official said one 
or more of the offices may be closed. There 
are also SWPA water houses and garage 
depots at Doniphan, Missouri, Spring- 
field, Muskogee, Tulsa, and Ada. 


Clark Hill Plan Unveiled 


Sew Interior Department probably 
stands a better chance of getting co- 
operative reaction from REA co-ops, in 
the Georgia area at least (than on its above 
plan to de-emphasize SWPA), with its 
new proposed contract for the sale of 
power from Clark Hill dam. The Georgia 
co-op officials were called in to Assistant 
Secretary Aandahl’s office on February 
17th to look over the latest version of the 
long-pending power sales program. 

The reaction was not entirely favorable. 
Former Georgia Governor Ellis Arnall, 
now counsel for the Georgia Electric 
Membership Corporation, called it “unac- 
ceptable now” and hinted at court action 
to prevent the Georgia Power Company 
from receiving a permanent contract to 
distribute electric power generated by the 
government-owned Clark Hill project. 

However, there seemed to be some dif- 
ference of opinion between the top level 
and the operating level within the Georgia 
co-ops. Some of the operating manage- 
ment, noting the assurances of low rates 
and ample future supply contained in the 
contracts, wanted a chance to think it over. 
And that is what Assistant Secretary 
Aandahl gave them. He asked all parties 
to consider the terms and submit sug- 
gestions within thirty days. 

Major provisions of the triple-contract 
proposals were as follows: (1) “Prefer- 
ence customers” would be assured of their 
full share of power at $9 per kilowatt 
capacity and 4 mills for energy via trans- 
mission systems. (2) All such customers 
in a position to use power could get gov- 
ernment contracts. (3) They would get 
about one-half of Clark Hill production 
less land-line losses. (4) Clark Hill would 
take care of about one-third of their total 
needs; Georgia Power could serve the rest 
as requested. (5) Despite two sources of 
power, there would be only one system for 
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transmission, billing, etc. (6) Efficient and 
administrative economy would result. (7) 
Contracts could be canceled on three years’ 
notice or annual withdrawal of 10,000 
kilowatts on six months’ notice. 

Following the meeting, Interior De- 
partment officials announced they are 
prepared to execute such a contract with 
the utility companies. Aandahl insists that 
the proposal “is the best arrangement we 
have been able to work out,” and that the 
contract would make Clark Hill power 
available to Georgia preference customers 
at less cost than under a wheeling arrange- 
ment. 

- 


Reconversion of Inch Lines? 


be eee possibility that the government- 
built Little Big Inch pipeline might 
again be converted from natural gas trans- 
mission to its original purpose—transmis- 
sion of petroleum and petroleum products 
—was raised by a recent announcement of 
Texas Eastern Transmission Corporation. 
If the directors of the company approve 
the conversion, it would be the first time a 
gas pipeline company has undertaken the 
transportation of petroleum products on a 
large scale. 

To replace the Little Big Inch in mov- 
ing natural gas, Texas Eastern may 
construct a new gas line between Castor, 
Louisiana, and Kosciusko, Mississippi, 
which would connect with a present com- 
pany line from Kosciusko to Connellsville, 
Pennsylvania. 

A company spokesman said this line 
could probably handle the present capacity 
of the Little Big Inch (200,000,000 cubic 
feet daily) “and considerably more.” Con- 
ditions, under which Little Big Inch was 
sold by the federal government in 1947, 
provide for requisition (with compensa- 
tion) and reconversion by the government 
if necessary in a national emergency. 
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Two Gas Bills in the Senate 


ponte Humphrey (Democrat, Min- 
nesota) has introduced a new bill to 
slow up natural gas rate increases and pre- 
vent what he calls “pyramiding” rates. It 
is not regarded as likely to move out of the 
subcommittee of the Senate Interstate 
Commerce Committee, to which it has been 
referred. As a matter of fact, it is believed 
in some quarters that Humphrey intro- 
duced the bill for bargaining or propa- 
ganda purposes in his effort to block other 
pending gas legislation. 

Humphrey’s bill (S 2971) would defer 
for fifteen months, instead of five, the time 
period before proposed natural gas rates 
go into effect. He claims there have been 
periods of time in which consumers of 
natural gas have been paying successive 
increases later found by FPC and the 
courts, in some of their decisions, to be 
higher than they should be. Besides defer- 
ring for fifteen months the time period 
before new rates may go into effect, 
Humphrey’s bill would also give the com- 
mission authority at any time within thirty 
days after the filing of a new rate schedule 
to order an interim rate, charge, classifica- 
tion, or service to become effective for the 
15-month period. 

Senate action on the Hinshaw Bill (HR 
5976) was still awaiting disposal of other 
more controversial matters before the Sen- 
ate. The House-approved bill to exempt 
intrastate distributors of natural gas from 
FPC control was believed to be facing a 
vigorous debate from so-called “consumer 
state” Senators, who claim that higher 
rates for customers will result from its 
passage. On the final floor vote, however, 
there was thought to be ample support to 
pass the measure. 

The bill -has already been approved by 
the Senate committee and has been mark- 
ing time on the Senate calendar, while the 
solons debated the Bricker amendment. 





Wire and Wireless 


Communication 


Bell System Reports Record 
Year in 1953 


¢¢ Americans in 1953 found their tele- 

phone service fast, convenient, 
economical, and progressively improving. 
They used more of it than in any year since 
telephoning first began,” Cleo F. Craig, 
American Telephone and Telegraph Com- 
pany president, said in the company’s an- 
nual report released last month. Earnings 
on Bell system capital were at the rate of 
6.1 per cent compared with 5.9 per cent in 
the preceding year. Net income of the sys- 
tem in 1953 equaled $11.71 per share of 
AT&T stock, compared with $11.45 in 
1952. 

The report points out that 1953 earn- 
ings, while better than the year before, are 
still low compared with earnings during 
the previous twenty-five years, which in- 
cluded years of depression as well as of 
high business activity. Costs of providing 
telephone service have greatly increased 
and are still rising, Craig said. The com- 
panies are, therefore, keeping right on 
with the necessary work of pressing their 
needs for increases in rates before the 
regulatory authorities. 

Including excise taxes of $670,000,000, 
direct taxes on Bell system service in 1953 
totaled $1,469,000,000. This was an aver- 
age of more than $3 per telephone per 
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month. Craig pointed out that this heavy 
burden discriminates against telephone 
users and added that they are paying high- 
er than “luxury” excise taxes on a service 
that is not at all a luxury. 

The gain in telephones during the year 
totaled 1,900,000, about 275,000 of which 
were in rural areas. Telephones served by 
the Bell system reached 41,350,000, and 
during the year the total number of tele- 
phones in the United States passed the 
50,000,000 mark. To enlarge and improve 
telephone facilities, the system spent at a 
rate of more than $25,000,000 a week, or 
about $1.4 billion for the year. 

New demand receded somewhat in the 
later months and the volume of long-dis- 
tance calling did not show its usual rate of 
increase. However, the flow of new orders 
is still large and 1954 will be another year 
of heavy construction, which should go 
far toward meeting all the needs of tele- 
phone users, Craig stated. 


_ amount of new capital was re- 
quired during 1953 to meet the con- 
tinuing need for new construction. An is- 
sue of $602,543,700 12-year 33 per cent 
convertible debentures was 99 per cent 
subscribed through the exercise of rights. 
The total number of share owners at the 
end of the year was 1,265,000, about 45,- 
000 more than a year ago. 
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“Bell system progress took many forms 
in 1953. Outstanding was steady improve- 
ment in service quality,” said Craig. ““Op- 
erators handled calls on the average with 
greater speed. Maintenance men kept the 
service even more dependable, more free 
from mechanical failure than at any time 
in the past. Installers and construction 
crews put in more and more telephones and 
lines and switching equipment of new de- 
sign and greater capabilities.” 

New equipment developed by the Bell 
Telephone Laboratories and made by 
Western Electric Company, the system’s 
manufacturing and supply branch, con- 
tinues to make contributions of funda- 
mental importance to telephone progress. 
“One example is the apparatus which auto- 
matically records information for billing 
customer-dialed calls. Another is a new 
type of switching system which went into 
service last year in four cities. This uses 
transistors, the new electronic devices in- 
vented at the Laboratories, in equipment 
which routes long-distance calls auto- 
matically.” The report adds that the tran- 
sistor is also being used on a trial basis to 
increase the message-carrying capacity 
of rural telephone wires. 


_ addition to making contributions to 
telephone progress, Bell Telephone 
Laboratories and Western Electric Com- 
pany were called on by the government 
to devise and produce military electronic 
systems to an even greater extent than in 
the last few years. One of these is “Nike,” 
the first antiaircraft guided missile system. 
This remarkable weapon is designed to 
locate and destroy hostile bombers which 
by height, speed, and evasive tactics might 
escape conventional weapons. 

Another noteworthy defense project 
was construction for the Air Force of the 
first experimental units of a “distant early 
warning line” of radar stations on the 
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northern shores of Alaska and Canada, 
only 1,200 miles from the North Pole. 
This line would give prompt and positive 
warning of hostile aircraft. 

“The people of the Bell system are de- 
voted to their calling and to the needs of 
the people they serve. Ours is a service of 
neighbor to neighbor—human, personal, 
friendly, courteous,” Craig concluded. 
“All the progress is the work of men and 
women—the people of the telephone com- 
panies, of the laboratory, of the manu- 
facturing and supply organization. To say 
that 1953 was a constructive and success- 
ful year, is also to say, ‘They made it so.’ ” 


sa] 


Phone Union to Seek Health 
Benefits 


Fee ompeaiag health insurance plan 
is at the top of the CIO telephone 
union’s 9-point bargaining program 
launched last month. The Communications 
Workers of America served its first con- 
tract termination notice of the year— 
covering some 2,500 Western Electric 
Company workers at Lawrence and 
Haverhill, Massachusetts. Similar 60-day 
notices have gone to other Bell system 
units employing almost 85,000 workers 
represented by the CWA. 

The health insurance the union wants 
would provide hospitalization and surgical 
benefits for each telephone worker, his or 
her spouse, and unmarried children under 
nineteen years old. “This is the most im- 
portant item on our bargaining agenda,” 
the CWA’s executive board decided at its 
Atlanta meeting held in January. 

Other key items on the union’s bargain- 
ing agenda deal with pensions, wages, 
wage progressions, area differentials, and 
hours. The union seeks to establish pen- 
sion plans where none exist and improve- 
ment in existing plans to provide a $100 
monthly minimum. 





WIRE AND WIRELESS COMMUNICATION 


Florida Court Upsets 
Commission Order 


FLoripa state utilities commission 

order denying a rate increase to the 
Florida Telephone Corporation as a 
penalty for inadequate service was upset 
by the state supreme court in a ruling last 
month. The court acknowledged that the 
commission is entitled to penalize utilities 
for inadequate service but not in rate-mak- 
ing proceedings. 

Although the commission found that the 
company, which serves a central Florida 
area around Ocala, would be justified in 
increasing its gross revenue by 18 per cent 
to bring a fair and reasonable profit, it im- 
posed in the same order a penalty for poor 
service which offset the increase. 

In the unanimous opinion written by 
Justice Mathews, the court sent the case 
back to the commission for further action 
in line with the court decision, stating: 


Under our statutes the rate-making 
power should be exercised in one pro- 
ceeding and the question of the adequacy 
or inadequacy of equipment, repairs, 
improvements, and service should be 
disposed of in another proceeding. 

While the legislature may have the 
power to change the law and provide for 
all such matters to be disposed of in one 
proceeding, it is beyond the power of 
the commission to change the law... . 


“The increase in rates affected the en- 
tire system” of the company, the court 
noted, while “the complaint with reference 
to poor or inadequate service covered only 
about 15 per cent of the entire system.” 
The court held that the commission “had 
no authority to deny an increase in rates 
which it found to be just, by the means of 
inflicting a penalty because of poor or in- 
adequate service, and exceeded its juris- 
diction when it inflicted such penalty in a 
rate-making proceeding. 


“Tf the service is poor or inadequate, 
the commission may of its own motion, or 
upon the complaint of others, take appro- 
priate action as provided by law,” the 
ruling stated. 


5) 


No More Phone Calls on the 
Cuff in Japan 

B perms: public telephones are going off 

the honor system. Patrons will be re- 
quired to deposit a coin before they chat. 
Heretofore they were on their honor to 
slip a 10-yen coin or bill (about 3 cents) 
into a box beside public telephones after 
the call. 

That system did not work. But, com- 
plained the customers, neither did the tele- 
phones—most of the time. The boxes were 
yielding a rash of nasty notes about the 
service, an occasional IOU, used facial tis- 
sues by the pound, a general assortment 
of other débris—and very little money. 

The telephone company estimated that 
85 per cent of the calls were on the cuff. 
However, it hastened to add, most of the 
“deadbeat” calls were wrong numbers. 
The new coin boxes are similar to those 
in use in the United States—with one in- 
teresting variation. This is a bow to those 
pesky wrong numbers. 

To guard against a customer losing a 
coin every time the company turns up a 
wrong number, a gadget gives the patron 
ten seconds to discover if he has the right 
party. 

Here’s how it works: The patron slips 
in a coin and dials his number. If he 
gets the right number he pushes a button 
and his coin drops into the box. If he does 
not push the button, the telephone goes 
dead after ten seconds and the coin is 
returned. 

The new coin boxes have another ad- 
vantage. There is no slot for nasty notes 
or used facial tissue. 
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Potential Impact of Atomic 
Energy on Utility Securities 


| eee H. Scott, controller of Detroit 
‘4 Edison Company, recently presented 
a paper on the above topic in a session on 
financial problems of insurance companies 
at the annual meeting of the American 
Finance Association at Washington. We 
summarize it as follows, with some edi- 
torial comment added: 

Thus far estimates of construction 
costs in the reactor field have been as high 
as $850 per kilowatt of capability. Since 
a conventional plant costs only about $160 
per kilowatt, it is generally assumed that 
the cost of a nuclear plant must be re- 
duced to around $300 to make the power 
competitive with steam or hydro. 

All this is based on the further assump- 
tion that nuclear power will be used at a 
central station setup with the conventional 
steam turbine and generator, so that the 
only important change would be in the 
boiler-room and fuel-handling facilities. 
In the composite 1952 balance sheet of 
electric utilities, boiler-plant equipment 
constituted only about 8 per cent of total 
assets. Moreover, the present boiler-plant 
investment of $2.4 billion is covered four 
and one-half times by the common stock 
equity of $11.4 billion. Hence, Mr. Scott 
concludes that possible scrapping of fur- 
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Financial News 
and Comment 


By OWEN ELY 


naces, etc., would not in any event dis- 
turb the position of the bondholder. 


ool losses resulting from super- 
seded or obsolete plant are not new. It 
has long been a problem of the gas and 
telephone companies, particularly where 
the conversion to natural gas has resulted 
in considerable amounts of abandoned 
property. The United States Supreme 
Court itself has held that a gas company 
should be permitted to retain the un- 
amortized cost of a superseded plant in 
its rate base (Pacific Gas & E. Co. v. San 
Francisco, 265 US 403, PUR1924D, 
817). 

In the telephone industry, the substitu- 
tion of automatic dialing equipment is a 
like factor. Introduction of nuclear power 
would be a similar step for the electric 
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industry. Regulatory precedent in the gas 
and telephone fields should thus allay fears 
as to the ability of most electric utilities 
to recover from customers any large prop- 
erty write-offs resulting from use of 
nuclear power. 

(We might also point out that many 
electric utilities went through such an ex- 
perience during the 1940’s when the SEC 
ordered large write-offs in the plant ac- 
counts of numerous holding company 
subsidiaries, some of which losses were 
absorbed immediately and others amor- 
tized over 15-year periods. Many of the 
state utility commissions have recognized 
such amortization accruals as legitimate 
deductions “above the line’; and some 
have permitted inclusion of the unamor- 
tized amounts (100.5) in the rate base. ) 


Pens to the composite income 
statement of electric utilities, Mr. 
Scott pointed out that fuel, which now 


accounts for nearly 14 per cent of the 
revenue dollar, will drop to a negligible 
amount if nuclear fuel is substituted. On 
the other hand, the expense of operating 
steam plants might move up considerably, 
due to the difficulties in operating and 


Electricity Used As Such 
Lighting 
Motor Appliances 
(Washers, Refrigerators, Freezers, Air Condi- 
tioners, TV, Radio, etc.) 


Subtotal 


Electricity Reconverted to Heat 
Space Heating (Panel) 
Water Heating 
Electric Range 
Clothes Dryer 
Incinerator 
Other Appliances 


Subtotal 
Total Home Usage 


maintaining radioactive nuclear equip- 
ment. Depreciation and taxes would also 
be higher due to the larger investment. 
With larger revenues, however, the 
amount available for interest and divi- 
dends and surplus should increase. 

Nuclear power is originally heat en- 
ergy—possibly in future this heat could 
be used locally (assuming that uranium 
235 could safely be used in small amounts 
in the home, or that the heat could be 
piped through the streets), instead of 
converting it to electricity in a central 
station. Mr. Scott presents the accom- 
panying table showing the proportion of 
electricity used in the home for which 
heat might be substituted. 


Shoe if an atomic reactor were placed 
in the basement of a house it might 
supply about 40 per cent of the average 
householder’s energy requirements, but he 
would still need electricity for lighting and 
various motor appliances (60 per cent). 
Of course, in the all-electric home the 
percentage of electricity thus used would 
be only 18 per cent; but the kilowatt-hour 
amount would still be nearly twice the av- 
erage residential use today. Moreover, the 


Annual Residential Use 
Average Customer All-Electric Home 
KWH Per Cent KWH Per Cent 


30% 800 3% 


700 30 15 
1,400 60% 











100% 
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average domestic customer has well over bi what extent is electricity used in 
$1,000 invested in electrical equipment industry for heating purposes? No 
with fixed charges of about $100 a year, up-to-date figures seem available. An FPC 
compared with his electricity bill of only compilation in 1946 indicated that elec- 
$60. tric furnaces use about 14 per cent of the 

Thus, it appears doubtful that he would electricity consumed by industry; pre- 
be prepared to switch quickly to an atomic sumably with the increased production of 
reactor. aluminum the percentage may be larger 


e 


FEBRUARY FINANCING 


PRINCIPAL PUBLIC OFFERINGS OF ELECTRIC AND GAS 
UTILITY SECURITIES 


Offer- 
ing Moody 
Description Yield Rating 
Mortgage Bonds and Debentures 
Louisville G. & E. 1st 3$s 1984 F : 3.00% 
Public Service of Okla. Ist 3s 1984 .. I é 3.05 
Mystic Valley Gas Ist 38s 1974 , i 3.50 
Essex Co. Elec. Ist 34s 1984 h ‘ 3.20 
Pacific G. & E. 1st 3$s 1984 ; : 3.07 
Atlantic City Elec. Ist 3s 1984 A : 2.97 


Preferred Stocks 
Mississippi P. & L. 4.36% : Q 4.28 


Common Stocks—Subscription Rights 
.1 Southwestern Public Service 22.50 
2/18 2 South Carolina OG. ........006.5% 14.75 k 
2/25 .1 El Paso Electric 28 5.71 


Common Stocks—Offered to Public 
2/19 4.6 Atlantic City Electric 30.13 84N 4.98% 6.8% a 


a—Reported well received. b—Reported fairly well received. c—Reported issue sold somewhat slowly. 
d—Reported issue sold slowly. f—Results not yet available. C—Competitive bidding. N—Negotiated un- 


derwriting. 
FEBRUARY NEW-MONEY FINANCING 
(In Millions) 
Offered to Sold to Sold Total 
Stockholders Public Privately Financing 


Electric Companies 
Bonds -- $ 95 
Preferred Stock — 
Common Stock $13 


$13 


Gas Companies 
Bonds 
Preferred Stock 
Common Stock 


NRA NOCITIC BIN AGAS 6.6. o ois ccc occccuccccccccess 


Source—Irving Trust Company. 
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now. However, some of this electricity is 
produced by industrial companies such as 
Aluminum Corporation, so that the utili- 
ties would not feel the entire blow if 
atomic reactors should eventually supply 
the heat used in refining refractory metals. 

Some 30 electric companies already 
are involved in nuclear power studies 
—18 associated with the Dow Chemical- 
Detroit Edison group (which also in- 
cludes Ford Motors, Allis-Chalmers, 
Babcock & Wilcox, etc.) and 12 work- 
ing with other engineering, chemical, 
and construction firms. Thus, the industry 
is well prepared to take advantage of the 
commercial development of atomic power 
if and when recently proposed legislation 


permits. 
> 


Utility v. Industrial Stocks— 
Long-term Trends 


¥ I ‘HE logarithmic chart on page 376 


shows the trend of the Standard & 
Poor’s price average for 420 industrial 
stocks as compared with the trends of 
four utility stock averages—10 utility 
holding companies, 19 operating compa- 
nies (almost entirely electric), 7 natural 
gas companies, and 4 telephone and tele- 
graph companies. Of course the make-up 
of the averages has changed during the 
36-year period; this change was greatest 
for the holding company average, since 
many of the old holding companies have 
now disappeared. 
As might have been expected, the hold- 
ing company average shows the greatest 


fluctuation, due to overspeculation in the 
1920’s as well as the extra capital leverage. 
It is notable that'in 1942 these stocks 
made a very sharp decline, well below the 
1932 low; this was presumably due to the 
SEC implied threat (later alleviated) to 
liquidate these companies by sale of their 
assets “‘on the barrel head.” It is also note- 
worthy that the holding companies, now 
integrated and conforming to SEC stand- 
ards, have had a substantial market come- 
back. 

The average for 19 utility operating 
company stocks has shown a good recov- 
ery, though it has lagged somewhat be- 
hind the industrial average over the past 
five years. The natural gas companies 
seem to have made a good showing with 
respect to the postwar advance, despite 
their troubles over rates. The communica- 
tions stocks made the poorest postwar 
showing, but over the years have shown 
greater stability than the other groups. 
The percentage increases in the various 
averages have been as shown in the table 


below. 
S 


Reducing Statistical Data 
Required by Federal 
Agencies 


HE electric and gas utilities have been 

burdened with a great deal of clerical 
work in filling out the various information 
forms required by state and federal agen- 
cies. Much of this data has been obsolete, 
overlapping, duplicatory, or of unneces- 
sary detail. The newly constituted Se- 


3 


Utility Company Averages 
7 Natural 420 
Per Cent Gas 10 Holding 19Operating 4 Tel. & Tel. Industrial 
Increase Companies Companies Companies Companies Companies 
1929-54 _ 488% 143% 81% 324% 
1929-54 3% D56 D49 D34 26 
1945-54 84 162 31 D7 76 
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YEARLY PRICE AVERAGES 
Utility vs. Industrial Stocks 





20 
1918 ‘20 ‘22 





om Te 


10 Utility Holding Cos. 


19 Utility Operating Cos. 


7 Natural Gas Cos. 


4Tel & Tel Cos. 


’ i 

1 ‘ 
' 
' 


| 
| 
! 
ae 
| 


420 Industrial Stocks 
| 
| 


‘26 '28 ‘SO ‘32 ‘SH ‘36 ‘3B ‘40 ‘42 ‘44 ‘46 ‘48 ‘SO ‘52 '5q% 
*As of Feb.24 
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curities and Exchange Commission has council, one on public utility reports and 
recently undertaken a general overhauling the other on public utility reports to the 
of its forms and regulations with the SEC, are both headed by William G. 
idea of reducing unnecessary red tape and Bourne, Jr., of Commonwealth Services, 
eliminating superfluous forms and infor- Inc. These committees include representa- 
mation. tives of the Edison Electric Institute, 

The Advisory Council on Federal Re- Ebasco Services, Stone & Webster Serv- 
ports, of which Edwin E. McConnell ice Corporation, Middle West Service 
(controller of Norton Company, Worces- Company, and various private utilities or 
ter, Massachusetts) is chairman, and their service affiliates. Representatives of 
which is advisory to the Federal Bureau of these committees have met with staff mem- 
the Budget, has also taken an active in- bers of the SEC and FPC and considerable 
terest in this work. Two committees of the progress already has been made in the re- 


e 


LIST OF NEW YORK BROKERS’ UTILITY ANALYSES* 


0. 
Pages Issued 


Company Analyses Firm 
Brockton Taunton Gas Co. .......... J. G. White & Company 
Brooklyn Union Gas Co Argus Research Corporation 
Central Indiana Gas Co. .........;. New York Hanseatic Corporation 
Commonwealth Edison } 7) (1 SE 0a ar 
Consolidated Gas, Electric Light & 

Power Co. (Baltimore) Argus Research Corporation 

Gary (Thesdore) 8° Co, i066. esos Amott, Baker & Co. 
General Public Utilities Corp. ...... Argus Research Corporation 
Gulf States Utilities Co. ............. Sutro & Co. (San Francisco) 
Indianapolis PD: 615. (Go; ....5 660k. IOS PURI IR OCB OOo occ cia le[ols ine < sieiotsic-siersielelainiare esis 
International Tel. & Tel. Corp. ...... Herzfeld & Stern 
Towa Public Service Co. ............ Paine, Webber, Jackson & Curtis 
Kansas Gas & Electric Co. .......... Paine, Webber, Jackson & Curtis 
Michigan Gas & Electric Co. ......... Paine, Webber, Jackson & Curtis ............. 
Minnesota Power & Light Co. ....... Werder, Peabody Qe Cor 5.0.6 02% seins sas selec: 12 
Montana-Dakota Utilities Co. ........ Kerr & Co. 
Pacific Power & Light Co. .......... NGA SAMO COs 8.0 a5 5: 6 2's 0le:0. 0: s.ha eis osisisielers 
Pennsylvania Power & Light Co. .... Argus Research Corporation 
Public Service Co. of New Hampshire .Ira Haupt & Co. .........ccccscveccccsccccs 
Puget Sound Power & Light Co. ...... MPA PERARDUNCEE COS a5 cos iol odo cis aieielere on ace ewis 
Puget Sound Power & Light Co. ...... TOSCHUUNAT CON 6. oie.5 sisi e ciboieesieeaedes ceases 
Philadelphia Electric Co. ............ Argus Research Corporation 
Southern Calif. Edison Co. .......... Argus Research Corporation 
Southern Calif. Edison Co. .......... Paine, Webber, Jackson & Curtis 
Telephone Bond & Share Co. ........ PAOLA OT: (CE COL. ora.ors 8 c/sixcivlele din e/steawitieies 
Utah Power & Light Co. ............ Argus Research Corporation 
West Penn Electric Co. ............ Argus Research Corporation 


Regular Bulletins and Tabulations 
Monthly Review of Utility Develop- 
ments Gsepithial Ge CO) oss iichedssccnowsreneses 4 
Public Utility Common Stocks Gre SOM CO soe a isd seeesawiseececnnse 2 Feb. 
Public Utilities Bulletin Peastiniath, PymOth Ce GOs ss. eieoais eekte ededenace 11 Jan. 


General Topics 
Electric Utilities Common Stocks ....Sutro Bros. & Co. .........cccccccccceccecees 2 Jan. 


Electric Utility Picture Ele TICHUR NOE Cr eise's-b ctsans 2 sissy. enieee Baees s 2 Jan. 


Investors’ Preference for Growth 
Utilities Sutro Bros. & Co. Oct. 
Utilities to the Fore Francis 1. Pont or COs cis scccnccsdes ecas's 1 Jan. 


*Similar lists have appeared in the issues of November 19, September 10, June 4, February 26, 1953; 
and also in preceding years. **See bulletin on Theodore Gary & Co. 
377 MARCH 18, 1954 





PUBLIC UTILITIES FORTNIGHTLY 


duction of information requirements, 
which may be summarized as follows: 
Ro™ U-14-3, a 48-page form for parent 

companies in a holding company sys- 
tem, and Form 9-K, a quarterly revenue 
report form, have been discontinued. 
Form U-13-60, a report for holding com- 
pany system service companies, has been 
substantially simplified, with the burden 
of work reduced about 30 per cent. 

The annual system report for holding 
companies, Form USS, already had been 
simplified in previous years, and holding 
companies were permitted to file this re- 
port in lieu of the information required 
by Form 10-K. The SEC in February 
circulated a proposal under the Admin- 
istrative Procedures Act which would fur- 
ther reduce the present requirements of 
Form USS. 

The requirements of Form 10-K are 
also being reduced, and it is probable that 


e 


FPC Form 1 (electric) or 2 (gas), ac- 
companied by financial statements con- 
tained in the report to stockholders, can 
be substituted in future (assuming these 
statements are prepared in accordance 
with Regulation S-X). FPC Forms 1 and 
2 have already been co-ordinated but the 
committee on public reports is trying to 
obtain further simplification of these 
forms as well as more co-ordination be- 
tween FPC Forms 1 and 12. Minor im- 
provements were effected in Forms 1 and 
2 last year, but some of the committee’s 
recommendations have not yet been ac- 
cepted by the NARUC Committee on 
Accounts and Statistics. A joint meeting 
with the NARUC Committee on Accounts 
and Statistics has been held. 

The committee is also trying to reduce 
the amount of information called for in 
FPC Form 12, particularly schedules 15 
and 18, which deal with peak-load data, 
new power lines, etc. 


DATA ON ELECTRIC UTILITY STOCKS 


2/26/54 
Price 
About 


American Gas & Elec. .... 
Arizona Public Service .... 
Arkansas Mo. Power .... 
Atlantic City Elec. ........ 
Bangor Hydro-Elec. ...... 
Black Hills P. & L. ...... 
Boston Edison 

California Elec. Pr. ....... 
Galit. Oregon Fr. ....... 
Senna ae Os. codeevaxs 
Central Hudson G. & E. .. 
Contre TS Foe As. ccs. 
Central Il. Light 

Co le 
Cent. Louisiana Elec. 
Central Maine Power 
Central & South West .... 
Central Vermont P. S..... 
Cincinnati G. & E. ........ 
Citizens Utilities 
Cleveland Elec. Ilum. 
Colorado Cent. Power .... 
Columbus & S. O. E. ...... 
Commonwealth Edison .... 
Community Pub. Ser. 
Concord Electric 
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1953 : 
Rev. Div. 
(Mill.) Rate 


$1.64# 
90 


1.12 
1.50b 
1.80 


OFUNQNONONOONNONNOSNOONOONW 


Cur- 
rent 


Yield 
4.7% $2.49** 
wy 1.24 
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NONNDNO 
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dend Moody 
Pay- Bond 
out Rating 


Price- 

Earns. 

Ratio 
14.0 
15.3 
12.9 
15:7 
14.6 


Share Earnings* 

Cur. n- Mos. 
Period crease Ended 
6% Dec. 
4 Dec. 
Sept. 
Jan. 
Dec. 
Oct. 
Dec. 
Dec. 
Nov. 
Jan. 
Dec 
Sept. 
Dec. 
Sept. 
Dec 
Jan. 
Sept. 
Nov. 
Dec. 
Sept. 
Dec 
Sept. 
Sept. 
Sept. 
Sept. 
(c) 


1.63 
1.97 
2.06 
2.00 
2.96 

.88 
1.70 
3.00 
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(Continued ) 


Connecticut L. & P. ....... 
Connecticut Power 

Consol, Edison 

Consol. Gas of Balt. ...... 
Consumers Power 

LOSS 2S 2) 
Delaware P. & L. 

Detroit Edison 

Duke Power 

Duquesne Light 

Eastern Util. Assoc. ...... 
Edison Sault Elec. ........ 
El Paso Electric 

Empire Dist. Elec. 
Fitchburg G. & E. ....... 
Florida Power Corp. ...... 
Florida P. & L. 

General Pub. Util. 

Green Mt. Power 

Gulf States Util. 
Hartford E. L 

Haverhill Elec. ........... 
PIOUSON Ys: EE. cesec sacs 
Housatonic P. S. 

Idaho Power 

Illinois Power 

Indianapolis P. & L. ...... 
Interstate Power 

iowa Blec, Lb. & P. ........ 
Iowa-Ill. G. & E. 

Iowa Power & Light ...... 
Iowa Pub. Service 

Iowa Southern Util. ...... 
Kansas City P,.& L....... 
Kansas Gas & Elec. ...... 
Kansas Pr. & Lt. 
Kentucky Utilities 

Lake Superior D. P. ...... 
Lawrence Electric 

Long Island —e ee 
Louisville G. & ae 
Lowell Elec. te 

VCR ae re 
Madison G. & E. 

Maine Public Service .... 
Michigan G. & E 

Middle South Util. 
Minnesota P. & L. 

muss: Valley P. S.......:..... 
Mussourr PP. S. .......... 
Missouri Utilities 

Montana Power 

Mountain States Pr. 

New England Elec. 


New Orleans P. S. 
Newport Electric ....... 
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B—Boston Exchange. A—American Stock Exchange. O—Over-counter or out-of-town exchange. S— 
New York Stock Exchange. D—Decrease. NC—No comparable figures available. *If additional common 
shares have been recently offered, earnings are adjusted to give effect to the offering. Percentage change 
is in the net income available for common stock. Tax savings resulting from accelerated amortization of de- 
fense facilities are excluded (when separately reported). **Based on average number of shares. ***Potential 
earnings are estimated in the neighborhood of $2. a—Also regular annual 3 per cent stock dividend, which is 
included in the yield. b—Also 5 per cent stock dividend. c—Calendar year 1952. # Also occasional stock divi- 
dends. +Estimated (rate irregular or includes extras). t}With the exception of American & Foreign 
Power, these stocks are also listed in Canada, and the Canadian prices are here used. NA—Not available. 
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What Others Think 


Reading Racks: New Industry Communication Tool 


7. lobbies have long boasted in- 
formation racks; they are standard 
equipment in Christian Science study 
rooms; and American churches used them 
as far back as Civil War days. 

It’s somewhat surprising, therefore, 
that industry bypassed this tool of com- 
munications for so long. As a matter of 
fact, the recognized pioneer in the indus- 
trial field, General Motors, started its in- 
formation rack program only five years 
ago. 

Since that time, an estimated 1,700 
companies have inaugurated their own 
programs. They include stalwarts such as 
United States Steel, U. S. Rubber, West- 
ern Electric, DuPont, Alcoa, and Swift & 
Company. But the programs are not 
limited to large companies. In fact, W. H. 
Lane of General Motors’ employee rela- 
tions staff says, “There are more small 
companies using racks than large com- 
panies. The program is practical for any 
company, regardless of size.” Mr. Lane 
knows his reading racks too: In the first 
four and one-half years of their program, 
GM distributed almost 60,000,000 book- 
lets to its employees. As he points out, some 
people say, “GM puts out more booklets 
than cars.” 

Analyzing the merits of information 
racks—or reading racks, as they’re called 


out here in the West—it’s even more sur- 
prising that American industry did not 
start using them sooner. Perhaps the most 
important value of the programs lies in 
this key phrase: voluntary communica- 
tion. 

For there is certainly psychological 
merit in offering information to em- 
ployees rather than “forcing” it on them. 
The employee can either take a booklet or 
disregard it. When he does take it, it is he 
who has made the choice—and since it 
was his idea to pick it up, it is likely that 
he will read the booklet and absorb its 
contents. 


_ rack program contributes to 
successful communications in other 
ways, too. It strengthens the company’s 
reputation as a reliable source of informa- 
tion. It appeals to the “whole” individual, 
and such an appeal is sound because it 
helps build happier, safer, more produc- 
tive workers. 

At Arizona Public Service, the reading 
rack program presents two bonus values. 
First, it establishes another link between 
far-flung offices and plants in a 37,000- 
square-mile service area. Secondly, it con- 
tributes to the company’s public relations 
program, in that extra booklets, identified 
with Arizona Public Service and Reddy 
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Kilowatt, are distributed to public li- 
braries, schools, and hospitals. 

Setting up a reading rack program 
presents several problems: The racks 
themselves, balance and sources of ma- 
terial, method of distribution, and total 
cost. Since the program at Arizona Public 
Service is just six months old, it would 
be presumptuous to offer absolute solutions 
to these problems. Yet, certain trends are 
discernible and the kinks in the mechanics 
of the program have been ironed out. Our 
experience, therefore, may be helpful to 
other utilities weighing the merits of read- 
ing racks. 

Company carpenters designed and con- 
structed 56 racks, which they mounted at 
main traffic points throughout the com- 
pany—usually below or next to bulletin 
boards. Measuring 28 inches long, 15 
inches high, and 6 inches deep, the racks 
are large enough to hold 25 copies of each 
of four booklets. Company painters and 
artists put on the finishing touches: Reddy 
wearing a 10-gallon hat, and the words 
“Have You Read These? Take One!” 
Finally, racks were built into large bulle- 
tin boards at four main traffic points— 
cafeteria, steam plant, and loading loca- 
tions for line crews and for gas crews. 
The cost of each rack, including labor, 


was $6. 


en the main problem in setting 

up any rack program is establishing a 
balance of material and finding sources to 
maintain the balance. Interests naturally 
vary from company to company. Arm- 
strong Cork rates popularity in this or- 
der: home and garden, sports, free enter- 
prise, anti-Communism, business and eco- 
nomics, education and general interest, 
safety and fire prevention, health. But 
Minnesota Mining & Manufacturing 
Company finds its employees most inter- 
ested in sports, home workshops, and hu- 
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man interest material. And Swift & Com- 
pany discovered that free enterprise, eco- 
nomics, and the company itself were the 
most popular subjects. 

At Arizona Public Service, the balance 
divides about evenly into five groups: hu- 
man relations and inspirational; safety 
and health; home, hobbies, and personal 
economics; free enterprise; and the elec- 
tric and gas industries. 

The company beginning a program can 
follow one of two courses to secure its 
materials. It may use a professional read- 
ing rack service or develop its own list of 
sources. Best known rack services are 
Good Reading Rack Service, 76 Ninth 
avenue, New York city, and the National 
Research Bureau, 415 North Dearborn, 
Chicago. Both provide a wide choice of 
good screened materials and both offer 
additional services such as racks, posters, 
and surveys on the effectiveness of the 
program. 


NX Arizona Public Service, however, we 
decided to experiment and develop 
our own sources of materials, believing 
that this would be more economical and 
at the same time offer a greater variety 
of booklets—particularly about our own 
industry. Sources which we have used 
most frequently, but by no means exclu- 
sively, are General Electric, General Mo- 
tors, Kiplinger’s Changing Times maga- 
zine, the National Association of Manu- 
facturers, and Reader’s Digest. 

General Electric offers a series of comic 
books on electricity, electronics, the atom, 
jet power, transmission, and other phases 
of our product. In addition, it has non- 
comic, but well-illustrated booklets on tur- 
bines, the atom, the life of Steinmetz and 
the life of Edison. All are available in 
quantity, free of charge, from the Public 
Relations Services Division, General Elec- 
tric, Schenectady 5, New York. 
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General Motors offers 90 booklets on 
all types of reading rack subjects at ex- 
tremely reasonable prices. While the book- 
lets have a GM imprint, a company’s 
identification sticker may be added at 
negligible cost. The list of pamphlets and 
samples of them are available through 
W. H. Lane, personnel and employee re- 
lations staff, General Motors, Detroit 2. 

Kiplinger’s Changing Times magazine 
contains articles on everyday economics 
which are simply but authoritatively writ- 
ten and cleverly illustrated. Reprints are 
economical and, at Arizona Public Serv- 
ice, very popular. They may be obtained 
from Changing Times, 1729 H street, 
N.W., Washington 6, D. C. 

The National Association of Manufac- 
tures puts out inspirational and eco- 
nomic booklets which are well done and 
reasonably priced. They are available 
from the NAM, 14 West 49th street, New 
York city. 

Reader’s Digest articles are also avail- 
able at reasonable prices, and the pickup 
rates suffer only because so many em- 
ployees have previously read the articles. 
Reprints are available from the Digest at 
Pleasantville, New York. 


HERE are, of course, many other 
sources of good booklets. The electric 
industry’s Public Information Program 
council, Bozell & Jacobs, has a list of 21 
agencies interested in the American eco- 
nomic system. Other sources for economic 
information include the Bureau of Na- 
tional Affairs, 1231 24th street, New York 
city; Economics Press, P. O. Box 460, 
Montclair, New Jersey; Tax Foundation 
Inc., 30 Rockefeller Plaza, New York city; 
and the National Tax Equality Associa- 
tion, 231 South LaSalle, Chicago. 
Exceptional human relations booklets, 
by Elmer Wheeler and William J. Reilly, 
are available through Prentice-Hall, and 


at least three other publishers offer book- 
lets printed especially for reading rack use. 
These are Birk & Company, 270 Park ave- 
nue, New York city; Mercer Publishing 
Company, 6 East 53rd street, New York 
city; and Stevens Publications, 139 East 
52nd street, New York city. 

Many insurance companies offer their 
clients booklets on health, safety, fire pre- 
vention, and social problems; Aetna has 
already supplied our company with ten 
booklets, in quantity. In addition, many 
large companies (such as Gerber’s Baby 
Foods) offer booklets as good-will build- 
ers. Some include advertising, however, 
and may be unsuitable for rack dis- 
tribution. 

Women’s magazines, particularly To- 
day’s Woman, frequently list pamphlets 
to write for; Arizona Public Service has 
found many of these worth investigation. 
Finally, General Motors will supply, on 
request, an extensive list of sources of ma- 
terial it has used, and Report No. 125 of 
the National Industrial Conference Board 
lists about 80 sources. 


| Daa with 56 reading rack locations, 
distribution is not a major problem 
in our company. Mail-room employees 
stamp all booklets “Employee Reading 
Rack Service, Arizona Public Service 
Company” and then mail them, in enve- 
lopes, to supervisors at rack locations. 
When the supervisor receives new ma- 
terial, he removes left overs and returns 
them to the personnel department via 
company or U. S. mail. Thus, pickup 
rates for each rack location are established 
and then recorded in personnel. Booklets 
which have been returned are given 
through our local managers, to libraries, 
schools, and hospitals. 

To a great degree, the number of book- 
lets placed in the racks depends on trial 
and error. One survey of 10 representa- 
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tive companies shows that the average 
number of exposed employees who use 
the racks varies from a total of 35 per 
cent to a total of 61 per cent. The pro- 
fessional rack services believe that about 
50 per cent of employees exposed to the 
racks will pick up the booklets. The ex- 
perience of Arizona Public Service bears 
this out ; from month to month, about half 
of our employees are picking up the 
booklets. 

Worth noting is the fact that no set 
patterns, employeewise, have appeared. 
While some locations are weaker than 
others, the pickup rates show that labor- 
ers and line crews, accountants and engi- 
neers, all read a booklet if it is good— 
there is little variation in the rate by type 
of work performed. Indications of this 
were the pickup rates for two recipe 
booklets, put out at different times. It 
was expected that Backyard Cookery and 
Modern Menu Magic would have their 
greatest pickup rates in the main office 
building, where most of the company’s 
women employees work. But the pickup 
was just as high at the steam plant and 
at crew locations, where all employees are 
male. 

It might also be expected that free 
enterprise booklets would suffer from the 
competition of pamphlets about hobbies 
or sports. The company has been pleased 
to find, however, that such is not the case. 
While free enterprise booklets generally 
are lowest in the pickup rates, the dif- 
ference is hardly substantial—about 800 
of the 1,900 exposed employees regularly 
read free enterprise material; slightly over 
900 pick up the other booklets. 


. final problem in setting up a 
reading rack program is the cost of 
materials. A study by Metropolitan Life 
Insurance Company points out that annual 
costs per employee range from 50 cents 
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to $2. The two main reasons for this wide 
spread are (1) differences in original 
cost of booklets and (2) differences in 
the number of booklets put out each time. 
The reading rack services figure that a 
50 per cent pickup rate, on the basis of 
one booklet a week at six cents each, costs 
about $1.56 per employee annually. 

Actually, costs can be cut by using the 
variety of free materials mentioned 
earlier in this article. At Arizona Public 
Service, a colored highway map, supplied 
free of charge by the Arizona Highway 
Department, has been the most popular 
insert. 

Other free materials, particularly the 
comic books from General Electric, have 
been highly popular. 

Utilities could cut costs of their pro- 
grams in still another way. Quantity buy- 
ing is economical. This is probably more 
accurate in regard to printed material than 
anything else. Since the interests of utili- 
ties are so often parallel, a central “clear- 
inghouse” for reading rack materials 
could save each participating company 
hundreds of dollars annually. To illus- 
trate, by buying one publisher’s human 
relations booklets in quantities of 7,000 
instead of 1,000, a saving of 40 per cent 
occurs. Discounts of other publishers are 
at least as great. 

Thus, if as few as six companies par- 
ticipated, each could save over $1,500 
annually, assuming use of six booklets a 
month, 1,000 copies of each. Arizona Pub- 
lic Service is on record as willing to 
discuss the feasibility of such a plan. 


i summing up reading racks, then, we 
repeat that our experience over a 6- 
month period is not conclusive. Neverthe- 
less, it is felt that they have made a definite 
contribution to our communications-edu- 
cation program. They improve employee 
relations, add to productivity, and spread 
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understanding of the American economic 
system. Since these goals are catholic in 
our industry, we believe reading racks to 
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be well worth attention and thought by 
progressive management. 
—Joun E. Bouter 





Employee Relations Go Self-serve 


eg years ago, General Motors hit 
upon a new idea in employee relations 
—a way to get employees to read about 
company matters that they ought to under- 
stand, for their own interest as well as that 
of the company. 

Like most ideas that work, it was simple 
—self-service applied to reading matter. 

Racks were placed around the premises, 
to hold booklets that workers could pick 
up if interested. It turned out that about 
half of them would read right along, and 
when a timely subject was going, many 
more would read. A timely subject—in- 
come tax in early spring! 

This company has to date had a “take” 
of more than 40,000,000 booklets, on 225 
subjects. Other companies across the land 
have adopted the reading rack, and there 
are reading rack services that supply racks, 
booklets, and guidance. The Metropolitan 
Life Insurance Company has just pub- 
lished a report on reading racks—it is an 
interesting angle on health and safety for 
millions of workers under group insur- 
ance. This report can be obtained from 
Metropolitan’s regional offices. 

The racks are varied in design, some 
on stands, others attached to walis, or 
standing on desks. They hold from two to 
five different booklets, according to the 
number of employees served, two or three 
pieces of reading matter being placed 
where there are fewer than a hundred 
workers. One large western utility com- 
pany with 75,000 employees scattered over 
several states, has about 700 racks in of- 
fices, shops, and warehouses. As in the 
supermarket, a good location and good 
display are important. Some companies 





change one booklet every week, others 
change more, still others keep a larger as- 
sortment in the racks for a longer time. 

The “take” not only furnishes an exact 
record of what employees like to read, but 
is exciting because the company is now in 
competition with professional editors, 
catering to reading interests. 


= from “influencing” employees on 
controversial matters, a business con- 
cern can present subjects of mutual inter- 
est. 

Just now, utility companies are applying 
for higher rates. Employee understanding 
of the facts can be a factor in building pub- 
lic opinion. Such subjects tend to get the 
legal, special pleading treatment when 
presented alone, but on reading racks, in 
competition as reading matter, they get 
better writing. Very often an executive’s 
man-to-man talk at a lunch club makes a 
good presentation. 

Other company subjects that have had a 
good “take” are reported by one utility 
system as follows: 

How products are used; how products 
work; how they are made; history of the 
company ; pensions and benefits ; scientific 
research; how the company is run; com- 
pany personnel; company income and out- 
go. 

But company subjects probably average 
less than one-tenth of the total. One of the 
reading rack services that publishes book- 
lets reports this national popularity of sub- 
jects :* 





1 Good Reading Rack Service, 76 Ninth avenue, 
New York 11, New York. 
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Per Cent 
. Social and economic problems, 
business, government, profits, 
jobs, taxes, productivity, incen- 
tives 30-35 
. Home and recreation, cooking, 
child care, sewing, gardening, 
sports, hobbies, home repairs, 
personal finance 20-25 
. Inspirational and _ self-help, 
moral and spiritual guidance, 
how to get along with others 
. Health and safety at home and 
at work, accident and fire pre- 
vention, first aid, personal hy- 
giene, safety equipment 
. Americana, patriotic booklets 
such as lives of great Ameri- 
cans, good citizenship, Ameri- 
can traditions 5-10 


20-25 


10-15 


The interest in social and economic 
subjects is, of course, favorable for read- 
able presentations of company problems. 


ee matter is selected by a screen- 
ing committee, or personnel execu- 
tives, or experienced editors in charge of 
employee magazines. Some companies 
purchase all material from a rack service, 
others use such service in connection with 
booklets and articles from various sources. 
Convention papers, articles in the technical 
press of the industry, and magazine ar- 
ticles are selected and reprinted, with per- 
mission. Choice of reading matter is 
guided by “takes.” 

Booklets cost all the way from a couple 
of cents up to a quarter per copy, but a 
general average of five cents, or a couple 
of dollars yearly per employee, is a close 
general estimate. Reprints of Pusiic 
UtTiLities FOoRTNIGHTLY articles, fre- 
quently used, range from 43 to 10 cents a 
copy, for articles of 4 to 12 pages. 

Racks sold by service companies range 
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from $3 for a small wire wall rack to 
hold three booklets, up to $45 to hold five 
titles and serve 500 people. 

Merchandising the reading rack is de- 
sirable, and does not affect freedom of 
choice. Sometimes a particular booklet will 
be displayed by itself. Posters call atten- 
tion to timely or popular booklets. “Help 
Yourself” is lettered on most racks, and 
“Have You Read This?” will call atten- 
tion to a particular booklet. 


pmo racks are now being used by all 
industry, according to this summary 
by a rack service: automotive, aviation, 
banks, brokers, building materials and 
equipment, drugs and chemicals, electrical 
equipment, foods and beverages, glass and 
ceramics, insurance, metals and manufac- 
turing, mining and smelting, motor trans- 
port, office equipment, petroleum products, 
printing and publishing, public utilities, 
rubber products, steel and iron, textiles 
and apparel. 

Employee attitude surveys show almost 
universal approval of reading rack ma- 
terial. The most obvious employee objec- 
tion would be “Why is the company spend- 
ing all this money on reading matter?” It 
has almost never been raised. In one large 
organization 98.7 per cent of employees 
said they liked the service ; 86 per cent that 
they picked up booklets regularly; 60 per 
cent that they read all the booklets taken; 
95 per cent that they took booklets home; 
91 per cent that booklets were read by 
other members of the family. 

Other figures for a large company show 
that rack reading is done most by em- 
ployees who have been with the company 
from five to twenty years; have graduated 
from high school, but not college ; who are 
from thirty to fifty-odd years of age. 

Briefly, the backbone of the organiza- 
tion! 

—James H. Co.iins 





The March of 
Events 


FPC Reports on Natural Gas 
Projects 


yew Federal Power Commission re- 
cently reported that it approved con- 
struction of some $176,600,000 of new 
natural gas transmission facilities during 
the last six months of 1953, including 
1,909 miles of new pipeline. 

These new facilities, FPC Chairman 
Kuykendall said, will increase the daily 
delivery capacity of the nation’s natural 
gas transmission systems by nearly one- 
half billion cubic feet. 

Mr. Kuykendall said that $143,400,000 
of the total construction cost was spent on 


> 


ie a a 


major projects—those costing $700,000 or 
more. These projects, he said, will increase 
the daily delivery capacity of the individ- 
ual transmission systems by more than 
401,000,000 cubic feet of natural gas. 
They involve construction of about 1,568 
miles of pipeline and installation of com- 
pressor facilities totaling 95,560 horse- 
power. 

During all calendar 1953, the FPC 
granted certificates for the construction of 
6,800 miles of pipeline and installation of 
compressor units totaling 544,180 horse- 
power. 

Total estimated cost of these facilities 


was $725,600,000. 


California 


To Study Zone Fares 


She public utilities commission, chief 
custodian of San Francisco’s public 
transportation problems, recently decided 
to ask for $25,000 extra in next year’s city 
budget to study a zone fare structure for 
the Municipal Railway. 

Zone fares are used in Los Angeles, 
Seattle, and by the Key System on the Pa- 
cific coast, and in many eastern and middle 
western cities. Zones are established from 
the core of the city outward. Passengers 
riding to the farthest zones pay maximum 


fare while short-distance riders pay re- 
duced fares. 

Mayor Robinson’s San Francisco For- 
ward Committee had suggested the com- 
mission examine the possibility of zone 
fares in the city, and the mayor had sent 
the suggestion to the commission. The 
railway’s consultant told the commission- 
ers that an adequate zone fare survey 
would take “six weeks to two months for 
ten men.” 

He recommended two transit engineer- 
ing firms that could make the study for 
about $12,000 to $25,000. 
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Georgia 


Asks Gas Rate Boost 

_ Atlanta Gas Light Company last 

month filed application with the state 
public service commission for an increase 
in natural gas rates for 37 Georgia cities 
and two in South Carolina. The company 
proposes a general rate adjustment which, 
it said, will produce an increase of $2,- 
030,000 over its gross operating revenues 
for the past year. 

A spokesman for the gas company said 
the effect of the proposed increase on in- 
dividual consumer rates had not yet been 
determined but would be announced at 
the time of the hearing before the com- 
mission. 


Commission Order Stalled 
A injunction to restrain the state pub- 
lic service commission from enforc- 
ing a show-cause order against the Georgia 
Power Company and the Georgia Power 


> 


& Light Company stalled in Fulton Su- 
perior Court recently. 

The commission issued a rule nisi on 
December 16, 1953, ordering the two com- 
panies to show cause why the Georgia 
Power Company should not sell power to 
Georgia Power & Light and why Georgia 
Power & Light should not buy its elec- 
tricity needs from Georgia Power. 

GP&L, a subsidiary of the Florida 
Power Company, operates in about 20 
south Georgia counties. It buys practically 
all of its power from Florida Power. The 
commission contends GP&L could save 
substantially by buying from Georgia 
Power at the current REA municipal rate 
or $300,000 at the regular industrial rate. 

Judge Virlyn B. Moore on February 
25th issued a temporary restraining order 
halting commission action until legality 
of the plan is tested in court. He sched- 
uled a court hearing for March 22nd. 


Louisiana 


Seek to Block Gas Shortage 


ei Lafourche parish police jury has 
passed a resolution calling upon the 
governor and other public officials to work 
for legislation to prevent a shortage of 
Louisiana natural gas for use within the 
state. 

The resolution, adopted unanimously, 
called either for “an act to make it man- 
datory for natural gas to be made avail- 
able for Louisiana home consumption or 
to amend the existing conservation laws 


by empowering and obligating the min- 
erals division of the conservation depart- 
ment to curtail the production of natural 
gas by fixing the natural gas allowables 
on all wells producing natural gas which 
is sold into interstate commerce so that 
there shall be sufficient volumes of natural 
gas available for intrastate use.” 

To accomplish this, they propose that 
the allowables shall be fixed so that the 
volume entering interstate commerce shall 
be maintained at one-eighth of the volume 
needed for intrastate use. 


& 
Michigan 


Receipts Tax Applied to 
Utilities 
7 to bring rural electric co-opera- 
tives and oil and gas pipelines under 
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the state’s new business receipts tax was 
given final passage by the state legislature 
recently and sent to the governor for sig- 
nature. 
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THE MARCH OF EVENTS 


Ohio 


Ohio Telephone Convention 
aes Pace with Progress” will 
be the theme of the Ohio Inde- 
pendent Telephone Association’s fifty- 
ninth annual convention at the Deshler- 
Hilton hotel at Columbus March 29th to 
31st. 

Warren B. Clay, president of the United 
States Independent Telephone Associa- 
tion, will give the keynote address on open- 
ing day. Among the speakers are: Charles 
F. Kettering, research consultant, General 
Motors Corporation, Detroit; Mayor M. 
E. Sensenbrenner of Columbus; Robert 
L. Moulton, Columbus, chairman, Ohio 
Public Utilities Commission; Dr. Tenny- 
son Guyer, Findlay, Ohio, “Ohio’s am- 
bassador of good will”; L. E. “Cy” 
Frailey, Columbus, nationally known au- 
thority on business letters; Carveth P. 
Mitchell, Mansfield, Ohio; and Roscoe R. 
Walcutt, Columbus, attorney. Speakers at 


the special ladies’ events include Dr. 
Frances P. Weisenberger, Columbus, co- 


author of History of Ohio, and Mrs. 
Hulda Wells, Columbus newspaper food 
editor. Richard R. Waltz, president of the 
Delta Home Telephone Company, Delta, 
Ohio, is slated to preside as president of 
OITA. 


Pay-as-you-go Rewiring Plan 

A RECENT Associated Press dispatch 

from Cincinnati tells of an interest- 

ing plan of the Cincinnati Gas & Electric 

utility for a pay-as-you-go system to take 

care of the expense of rewiring older 
homes. 

According to the Associated Press, 
the home owner and electrical contractor 
decide what is to be done. The contractor 
does the job and bills the utility, which 
adds the cost to the monthly electric bill, 
spreading the amount over a maximum of 
thirty-six months. 

Inspectors estimate that 85 per cent of 
the homes in Cincinnati are inadequately 
wired for electricity, the dispatch said. 


SB 
Rhode Island 


Gas Rates Cut 


| raiaimae gas rate decision, approving 
proposed rates for space heating but 
directing the Providence Gas Company to 
file within fifteen days revamped rates for 
three other classes of users, was handed 
down last month by Public Utility Admin- 
istrator Thomas A. Kennelly. 

The administrator approved the sug- 
gested schedule for space heating of homes 
or nondomestic buildings because the gas 
company had reduced that rate structure 
sharply in a bid for new business. 

' But in balking at proposed rates for 
three other classes of users, including 
householders (the average customers who 
use gas for any purpose other than space 


heating), Kennelly ordered the gas com- 
pany specifically to slash $100,000 from 
yearly revenues in those categories. 

Kennelly ordered stricken from all five 
proposed classes of tariffs an escalator 
clause by which the gas company could 
have raised rates automatically every time 
the Federal Power Commission might ap- 
prove higher rates for pipeline company 
suppliers. He also reduced a proposed $1 
minimum monthly bill to 50 cents. 

The company, Kennelly said, has made 
known its intent to subordinate rate of re- 
turn in 1954 in favor of obtaining in- 
creased earnings in future years. For that 
reason, he made no determination of what 
he would approve as a rate base. 
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Progress of Regulation 


Gas Sales at Wholesale Not a Utility Activity 


eae gas pipeline company, mak- 
ing direct gas sales to specified indus- 
tries, is not a public utility within the 
meaning of the Illinois Public Utilities 
Act, according to the supreme court of 
Illinois. In so holding, the court affirmed 
a lower court judgment reversing an order 
of the Illinois commission finding the 
Mississippi River Fuel Corporation to be 
a public utility. 

The company operates a natural gas 
pipeline extending from Louisiana and 
Texas to Missouri and Illinois. It sells 
natural gas to public utilities for resale to 
the public, as well as making direct gas 
sales to a limited number of selected indus- 
tries. 

The court said the mere fact that the 
product sold by a company is one which is 
ordinarily sold by a public utility does not 
of itself render the seller a public utility. 


Charter Limitation 


The court noted that the company’s 
articles of incorporation declared that it 
is not to be a public utility corporation. 
The commission, it said, is not vested with 
authority to require a corporation to act 
ultra vires. Furthermore, the company did 
not exercise the right of eminent domain 
in laying its pipelines in the state, and it 
never accepted any franchise to sell gas. 
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Nor has it established uniform rates for 
industries. 

The effect of this decision on the gen- 
eral public was recognized by the court, 
which said: 


The interest of the general public, in 
the area served by Mississippi, is in ob- 
taining an adequate supply of gas at 
reasonable prices from and through the 
public utility to which Mississippi sup- 
plies natural gas for resale. Such public 
utility is subject to regulation by the 
Illinois Commerce Commission. Missis- 
sippi is subject to the exclusive regula- 
tion and control of the Federal Power 
Commission in so far as the supply of 
gas furnished by it to the public utility 
and the rates charged therefor are con- 
cerned. 

The regulation and control of both 
supply and rates by the Federal Power 
Commission, so far as Mississippi is 
concerned, and the regulation of the 
public utility supplying gas to the 
general public by the Illinois Commerce 
Commission adequately protect the gen- 
eral public without converting the re- 
mainder of Mississippi’s operation, 
which is strictly and clearly a private 
corporate sales activity in competition 
with other unregulated fuels, into a 
public utility. 
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Chief Justice Dissents 


Chief Justice Schaefer dissented on the 
ground, among others, that the company 
holds a certificate to operate under the 
Natural Gas Act. That fact alone, in his 
opinion, subjected the company to the ju- 
risdiction of the state commission. He 
pointed out that the company’s entire busi- 
ness is the transportation and sale of gas. 
To hold that by restricting its industrial 
sales to a selected group of the most desir- 
able customers, the company could require 
the court to regard such sales as for pri- 
vate use was, in his opinion, to condition 
the application of the statute upon the 
willingness of a company to comply with it. 

Judge Schaefer pointed out that one of 


the purposes of the state Public Utilities 
Act is to protect established utilities from 
competition. In this case the pipeline com- 
pany competes directly with the utilities 
to which it sells. He felt that the com- 
petition might have important results for 
those utilities and their consumers. 

The fact that the company had not exer- 
cised its power of eminent domain did not 
seem significant to Judge Schaefer. By 
virtue of its certificate of convenience and 
necessity the company has that power if 
it desires to exercise it, he said. Nor did 
the fact that the company sold to its in- 
dustrial consumers at varying rates mili- 
tate in its favor. Mississippi River Fuel 
Corp. et al. v. Illinois Commerce Com- 
mission, 116 NE2d 394. 


SEC Lacks Jurisdiction over Nonutility Subsidiary’s 
Acquisition of Gas Wells, Leases, and Pipelines 


Lo Securities and Exchange Com- 


mission dismissed, for lack of juris- 
diction, a nonutility subsidiary company’s 
application for approval of the acquisition 
of gas leases, gas wells, and pipelines. The 
application indicated that, while the wells 
were still producing, the purchasing com- 
pany intended to use the acreage for stor- 
age purposes only. 

Section 9(a) of the Holding Company 
Act requires commission approval for any 
registered holding company or subsidiary 
company to acquire, directly or indirectly, 
any securities or utility assets or any other 
interest in any business. In this case the 
purchasing company is not a gas company 
and its properties could not constitute 
“utility assets” within the meaning of the 
statute. 

The proposed acquisition of gas leases 
was held to be exempt from the statute in 
view of the fact that the company can be 
said to be “primarily engaged in the pro- 
duction of natural gas” within the mean- 


ing of Rule U-49 (d) (1), although that 
production does not seem to be its major 
function. The production of natural gas 
is of a substantial nature, however. 

The commission held that the gas re- 
serves and pipelines and other appurte- 
nant property did not constitute “any 
other interest in any business.” It con- 
cluded that the word “business” means 
something more than property as such. 
The company in this case was not propos- 
ing to acquire any portion of the “busi- 
ness” of a natural gas company, nor any 
interest therein. It merely proposed to ac- 
quire some property which it would in- 
corporate into its own existing business as 
an integral and essential part. Consequent- 
ly, the acquisition of the gas reserves and 
pipelines and appurtenances, under the 
circumstances, was held not subject to § 
9(a)(1) of the Holding Company Act. 
Re New York State Nat. Gas Corp. File 
No. 70-3164, Release No. 12257, Decem- 
ber 14, 1953. 
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Demand and Energy Requirements Affect Allocations for 
Intrastate Electric Rate Making 


oleae rate increase authorized 
for an electric company (98 PUR 
NS 12) was allowed by the Washington 
commission to be made permanent. The 
temporary increase had been authorized 
after it had been found that a return of 
5.85 per cent was fair and adequate. 

Results of operation presented by both 
the company and commission for the test 
period covered by the temporary rate in- 
crease were in agreement except for op- 
posing views as to the allocation of cer- 
tain costs assigned in part to intrastate 
operations in Washington. These were the 
amortization of plant acquisition adjust- 
ments and certain administrative and gen- 
eral costs. They were accounted for at the 
total system level only, but apply to the 
components of the company’s total opera- 
tions. The company serves both Washing- 
ton and Idaho, thus requiring allocations 
on some equitable basis. 

The ratio used by the commission’s staff 
for the purpose of allocating costs and in- 
vestment to states was based solely on 
energy requirements at substations. The 
company claimed that this ratio gave un- 
due weight to the usage of energy, to the 
entire exclusion of individual state re- 
quirements for peak demands. It claimed 
that in considering the cost of electric 
service, it is important to consider not only 


the energy but also the demand component 
associated with the power requirement 
and the resulting load factor. 


Large Residential Consumption 


The company has a larger number of 
residential customers in Washington with 
a comparatively high demand, but low load 
factor, in contrast to Idaho where there 
is a relatively higher industrial load. The 
latter load with constant energy require- 
ments and high load factor has a com- 
paratively low demand requirement at the 
time of the maximum peak demand. 
Therefore, the commission concluded that 
an equitable ratio to be used for the intra- 
state separation of total system power pro- 
duction and transmission facilities should 
incorporate some weight for demand re- 
quirements. 

Considering the intrastate separation 
ratio applicable to the revenues and ex- 
penses associated with the company’s ma- 
jor power system, and giving weight to 
both demand and energy requirements, 
the return of intrastate electric would be 
at or below 5.85 per cent. Existing rates 
were found to yield a return of 5.92 per 
cent when only energy requirements were 
considered. Washington Pub. Service 
Commission v. Washington Water Power 
Co. Cause No. U-8398, January 29, 1954. 


Electric Company Denied Certificate to Invade 
Territory of Municipal Plant 


HE Delaware commission denied an 
electric company’s request for author- 
ity to serve an Air Force base presently be- 
ing served by a municipal utility. The 
company contended that the customer pre- 
ferred its service and that the rate at which 
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it could render service was substantially 
lower. 
Meaning of Public Convenience 


At the outset, the commission pointed 
out that the company’s application, in ef- 
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fect, requested that the commission exer- 
cise its power to permit the company to 
operate as a regulated monopoly in an area 
not heretofore served by it. The affirma- 
tive of proving that public convenience and 
necessity require the service extension 
rests on the applicant. State statutes, the 
commission continued, do not define “pub- 
lic convenience and necessity” but the 
words have come to have a very well ac- 
cepted meaning in the public utility field. 
The rights of, and benefits to, present and 
future users of the service, the effect on 
the investors who have supplied the capi- 
tal for the contending utilities, the effect 
on existing suppliers, and the rights of the 
general public must all be considered. 


Effects of Competition 


The commission summarized the advan- 
tages and disadvantages of approving the 
new service in this way: Advantages— 
(a) The company will obtain a customer 
for 3,000 kilowatts of electricity; (b) the 
rates charged will permit a profit; (c) the 
customer will be served by the utility of 
its choice at a lower rate than it was pres- 
ently paying. Disadvantages—(a) The 
municipal plant will lose a large customer ; 
(b) this loss will probably require an in- 
crease in the cost of power to other cus- 
tomers; (c) the municipal plant will suffer 
a loss of profits; (d) duplicate facilities 
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would have to be constructed; (e) the 
value of the municipality’s net investment 
would be reduced in value by reason of 
the loss of its prime customer (this point 
was considered particularly significant be- 
cause the entire investment consisted of 
public funds); (f) an undesirable prece- 
dent for permitting selective invasion of 
occupied territory might be established; 
and (g) a substantial expenditure would 
have to be made which would not inure 
to the benefit of other customers in the 
area. The commission concluded that the 
prospective benefits from the proposed 
service were outweighed by the harm 
which would result. The one customer 
could not be considered the “public” with- 
in the meaning of the term when used in 
the expression public convenience and 
necessity. 

Finally, the commission noted that the 
municipal plant would continue to buy 
from the company the power sold to the 
base. The municipal plant was willing to 
serve the base at cost plus a nominal profit. 
If the company could sell directly to the 
base at a price considerably lower, the 
commission continued, “this would seem 
to be a serious indictment of the fairness 
of the resale power rate” established by 
the Federal Power Commission. Re Dela- 
ware Power & Light Co. Docket No. 94, 
Order No. 182, December 30, 1953. 


Electric Company Permitted to Extend Service Despite 
Co-operative’s Protest 


—— station asked for exten- 
sion of service by an electric com- 
pany. The proposal was contested by a 
local co-operative, which claimed it should 
be allowed to furnish the service. The co- 
operative proposed tapping the transmis- 
sion line of another co-operative. 
Tapping another line to serve a single 


relatively small customer, thought the 
Wisconsin commission, was somewhat of 
an unorthodox procedure and was just an 
expedient to permit the co-operative to 
provide reasonably adequate service, which 
it could not do with its own facilities. 
Since the station desired service from the 
company even though the cost would be 
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greater, the commission authorized the 
company to extend service and commented 
as follows: 


Under the circumstances, even though 
the television station at the present time 
can get more dependable service at low- 
er rates and with less investment from 
the co-operative than from the public 
utility, WKBH Television, Inc., is en- 
titled to electric public utility service 
when the station desires such service 
and when there is no showing of inter- 
ference with the service or facilities of 
the two co-operatives in the area. There 
is no such showing in this case. 


The Wisconsin commission also said: 


Another reason for desiring service 
from the company is that the pole line 
to be built will provide the necessary 
support for telephone facilities which 
are essential for proper operation and 
control of the television station. If the 
Northern States Power Company does 
not furnish the electric energy, it will. 
still be necessary to construct a pole line 
along essentially the same route for tele- 
phone facilities. 


Re Northern States Power Co. CA-3198, 
February 4, 1954. 


Return in Excess of “Bare Bones” Cost of Capital 


._ Massachusetts Department of 
Public Utilities allowed a telephone 
company to make effective a modified in- 
crease in rates. The new schedule would 
permit the company to earn a return of 
6.313 per cent on its rate base. This would 
yield the company substantially more than 
the “bare bones cost of capital.” 

Plant under construction, property held 
for future use, and working capital were 
included in the company’s rate base. The 
department, however, questioned an in- 
crease of $1,500,000 in the company’s 
traffic expense during a period when the 


company had increased the extent of its 
automatic dial operation. The depart- 
ment’s conclusion on this point was stated : 


We have no evidence which would 
enable us to conclude that any portion 
of the present expense results from such 
managerial inefficiency as would justify 
us in disallowing it, and it may be that 
the effect of the dial conversion upon 
traffic expense is not reflected as prompt- 
ly as might be expected. 


Re New England Teleph. & Teleg. Co. 
DPU 10349, 10564, January 6, 1954. 


Other Important Rulings 


Dial Telephone Discrimination. The In- 
diana commission, in denying a telephone 
rate increase, held that it is unreasonably 
and unlawfully discriminatory for a tele- 
phone company to charge the same rates 
for manually operated magneto service in 
one exchange as it charges for modern 
automatic dial service in a neighboring ex- 
change. Haag et al. v. General Teleph. Co. 
of Ohio, No. 24273, January 7, 1954. 
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Chosen Air Carrier. A foreign air car- 
rier which appeared fit, willing, and able 
to render a particular service assigned its 
government in an air transport agreement 
with the government of the United States 
was awarded a permit upon a showing 
that it had been designated by its govern- 
ment as the chosen instrument for this 
service. Re Linea Aeropostal Venezolana, 
Docket No. 5963, December 8, 1953. 
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Reproduction Cost. The Pennsylvania 
commission excluded cost of financing 
from a reproduction cost appraisal in de- 
termining the rate base of a water com- 
pany. Borough of Montrose v. Consumers 
Water Co. of Montrose, Complaint Dock- 
et No. 15640, December 14, 1953. 


Appeal and Review. The rule that a 
commission’s views must be given full ef- 
fect by the reviewing court when the evi- 
dence is evenly balanced, commented the 
Arkansas Supreme Court, is not appli- 
cable to subject matter which does not call 
for special knowledge or competence as a 
prerequisite to an understanding of the 
related issues. Boyd v. Arkansas Motor 
Freight Lines, Inc. et al. 262 SW2d 
282. 


System Average Figures. A railroad’s 
use of system average figures to show the 
reasonableness of rates for the transporta- 
tion of a specific commodity between 
points in a given territory was rejected 
by the Washington commission where the 
transportation characteristics of the com- 
modity and the nature and volume of the 
traffic in the area were not similar to the 
traffic conditions, volume, and character- 
istics of commodities generally on the sys- 
tem. Washington Pub. Service Commiis- 
sion v. North Pacific Coast Freight Bu- 
reau, Cause No. T-8917, December 18, 
1953. 


Train Discontinuance. The Missouri 
commission, in authorizing a railroad to 
discontinue certain little-used passenger 
trains notwithstanding the company’s gen- 
erally satisfactory financial picture, ob- 
served that total earnings, including 
freight revenues, are a material but not 
alone a decisive factor in such matters. 
Re Gulf, M. & O. R. Co. Case No. 12,668, 
November 24, 1953. 


Linking Certificates. A United States 
district court held that the right of a car- 
rier to link supporting grants of authority 
is subject to the condition that the char- 
acter of the authorized service under each 
authority, either regular or irregular 
route, must be strictly observed. Arrow- 
head Freight Lines, Ltd. v. United States 
et al. 115 F Supp 537. 


Competition. The fact that a water car- 
rier’s proposed service will provide com- 
petition with existing carriers, held a 
United States district court, is not alone 
sufficient reason to vacate a commission 
order granting the carrier a certificate. 
Coyle Lines Inc. et al. v. United States 
et al. 115 F Supp 272. 


Mail Pay. The Civil Aeronautics Board 
denied an air carrier’s application for 
mail pay for nonmail routes which the car- 
rier had operated in advance of the effec- 
tive date of its certificate. Re Northern 
Consol. Airlines, Inc. Docket No. 3303, 
December 24, 1953. 


Airline Interchange. A proposed inter- 
change agreement between certain airlines 
which offered only slight benefits to the 
public in improved service was disap- 
proved by the Civil Aeronautics Board 
where the revenues of other airlines would 
have been adversely affected. Re Eastern 
Air Lines, Inc. Docket No. 1102 et al. Or- 
der E-7988, December 22, 1953. 


Deferred Taxes. The Missouri com- 
mission, in considering the effect of ac- 
celerated amortization on utility rates, ob- 
served that the tax reductions are neither 
savings nor income but are simply a de- 
ferment of income taxes from the amorti- 
zation period to the postamortization pe- 
riod and should not be passed on to the 
consumers, directly or indirectly, either 
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during the amortization period or there- 
after. Re Kansas City Power & Light Co. 
Case No. 12735, December 22, 1953. 


Railroad Crews. A railroad’s practice 
of occasionally moving a freight train on- 
to a main track from a siding without the 
second brakeman aboard, held the Ohio 
Supreme Court, is not a violation of the 
full crew statute, since the rear brake- 
man’s duties require him, in the interest 
of safety, to remain behind to protect his 
train and a following train against col- 
lision or derailment from defective tracks. 
New York Central R. Co. v. Public Utih- 
ties Commission, 115 NE2d 842. 


Certificate Revision. The commission 
may properly revise the permit of a motor 


carrier authorized to haul general freight 
so as to allow only the transportation of 
heavy machinery and building supplies, 
held the Washington Supreme Court, 
where the carrier failed either to haul 
general freight or put itself in a position 
to do so. Willamette Hauling Co. Inc. v. 
Kuykendall et al. 263 P2d 827. 


Constitutionality Bypassed. A United 
States district court would not pass on the 
constitutionality of a statute requiring in- 
terstate carriers operating in the state to 
obtain certificates, where adequate relief 
could be accorded a complaining carrier 
by treating the statute as not applicable 
to it and enjoining the state commission 
accordingly. Dohrn Transfer Co. wv. 
Hoegh, 116 F Supp 177. 
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ARKANSAS PUBLIC SERVICE COMMISSION 


Re Southwestern Bell Telephone Company 


Docket Nos. U-772, U-773 
October 5, 1953 


PPLICATION by telephone company for authority to increase 
L \ rates; modified rate increase authorized. 


Valuation, § 36 — Net investment rate base. 
1. The most appropriate measure of value in a rate proceeding was found 
to be the company’s net investment in property used and useful in intra- 
state operations, where money invested in such property appeared to be 
prudently expended, p. 6. 


Valuation, § 299.1 — Working capital allowance — Tax accruals. 
2. No allowance for working capital will be made in the rate base of a 
telephone company which has on hand sufficient tax accruals to offset its 
cash requirements, p. 7. 


Valuation, § 300 — Materials and supplies allowance — Tax accruals. 
3. Accruals for federal income tax which a telephone utility has on hand 
will not be considered as an offset against the company’s allowance for 
materials and supplies, even though such practice is often followed with 
regard to working capital, since sound financial practice requires that 
materials and supplies be financed by permanent capital supplied 7 utility 
investors, p. 7. 

Valuation, § 25 — Rate base — Date of computation. 
4. The rate base of a telephone utility should reflect the latest substantiated 
expenditures for property, including plant under construction and invest- 
ment in materials and supplies, particularly in a period of inflation when 
the company has experienced an attrition of earnings, p. 8 

Return, § 35 — Attrition of earnings — Projection into future. 
5. The attrition of earnings which a telephone company suffers in a period 
of inflation will not be projected into the future in a rate proceeding, since 
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the rate-making process must be conducted in an orderly fashion and the 
errors inherent in speculative estimates are likely to far outweigh the 
equities which might be accomplished, p. 8. 


Return, § 26 — Cost of capital. 
6. The basic test of the adequacy of the return for a utility is the cost of 
servicing and attracting capital, p. 9. 


Return, § 26 — Cost of capital — Debt ratio. 

7. The commission will not give consideration to an assumed reduction 
in the debt ratio of a telephone company as advocated by the utility or an 
assumed increase in the debt ratio recommended by consumers, since any 
hypothetical downward adjustment in a debt ratio merely yields additional 
earnings for equity capital, while the use of a higher than actual debt ratio 
results in a theoretical rate structure which can only be sufficient to pay cost 
of capital if capitalization is changed to conform with the assumed higher 
ratio, p. 9. 


Return, § 26 — Cost of capital — Debt ratio. 
8. The use of a hypothetical debt ratio, with a correspondent adjustment 
of the costs of debt and equity capital, is pure speculation as to what the 
investors would require if there were a change in the quality of the in- 
vestment, p. 9. 


Return, § 27 — Dividend requirements. 
9. Return should not be based on the dividend policy established by the 
management of a public utility, p. 12. 


Expenses, § 87 — License contract payments — Telephones. 
10. Payments made by an operating telephone company to its parent of a 
percentage of its gross revenue, in exchange for various services rendered 
to the operating company by the parent, will be allowed as operating ex- 
penses, although this source of income to the parent company will be recog- 
nized as a factor affecting the earnings to be allowed, p. 14. 


Return, § 111 — Telephone. 
11. A telephone company’s return of 6 per cent on its rate base was con- 
sidered fair, just, and reasonable, p. 15. 

Expenses, §9 — Year-end expense total. 


12. The year-end level of expenses and taxes of a telephone company is the 
most appropriate basis for a determination of rates, p. 15. 


Expenses, § 46 — Charitable contributions. 
13. Contributions to deserving charitable organizations may be charged as 
operating expenses, even though such items subject the ratepayer to an 
involuntary assessment for contributions solely within the discretion of the 
management, where the amount is reasonable in relation to the size of and 
scope of a utility’s operations and where the civic and social benefits of 
these contributions are apparent, p. 16. 


Expenses, § 48 — Club dues. 
14. Club dues will be excluded from the operating expenses of a telephone 
company, p. 16. 


Expenses, § 89 — Cost of making reparation. 
15. Reparation costs are of a nonrecurring character and should not be 
considered as part of the expense account of a telephone company, since, if 
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such allowance were made, management would be free from the responsi- 
bility of determining reasonable rates in the first instance and might be 
encouraged to establish excessive ones, p. 16. 


Expenses, § 49 — Pension costs. 
16. Pension costs actually incurred by a telephone company were allowed 
as part of its operating expense account, p. 16. 


Expenses, § 99 — Wage increase subsequent to conclusion of proceeding. 
17. Wage increases made effective nine months subsequent to the test period 
considered in a telephone rate proceeding, and subsequent to the conclusion 
of the rate hearing, will not be considered as affecting a telephone company’s 
expense allowance, since the commission is not required to consider a single 
and isolated change in the cost of service brought to its attention after the 
close of proceedings, p. 17. 


Expenses, § 114 — Income tax — Intercorporate relations. 
18. A telephone company which is a member of a nation-wide system should 
not be allowed to charge to its operating expense account income tax in 
excess of its fair and proportionate share of the consolidated taxes of the 
system, after consideration of the equitable allocation of the system’s interest 
costs, p. 17. 

Expenses, § 114 — Federal income tax — Intercorporate relations. 
19. An adjustment should be made in the federal income tax expense of an 
operating telephone company which is a member of a nation-wide telephone 
system, in order to reflect a reduction for the net tax effect of the operating 
company’s proportionate share of the entire system’s interest costs, and 
this adjustment should be in accordance with the principles set forth in the 
report entitled “Allocation of Bell System Federal Income Taxes,” p. 17. 


Expenses, § 114 — Federal income tax — Possible reduction. 
20. The possibility of a reduction in the corporate federal income tax rate 
in a future year will not be considered as affecting a telephone company’s 
expense allowance, since this would require speculation not only upon 
the actions of Congress, but also on the amount of the possible reduction 
and other operating conditions which might affect the company’s tax lia- 
bility in future years, p. 17. 


Apportionment, § 7 — Telephone separations — Separations Manual. 
21. The Charleston Plan method of separations was adopted for the purpose 
of fixing intrastate telephone rates, notwithstanding contentions that in- 
equitable separations result from the application of the use principle on 
which the manual is based to station equipment because of the singular 
characteristics of that type of plant, p. 18. 


Depreciation, § 14 Allowance in excess of original cost amortization. 

22. A telephone company will not be permitted to charge depreciation ex- 
pense in excess of that required to amortize the original cost of its plant, 
notwithstanding the fact that in a period of inflation depreciation or expense 
computed on original cost may not maintain the capital committed to the 
utility service, since under the federal income tax law no additional deprecia- 
tion allowance would be tolerated, and since, in the absence of a revision of 
this law, any allowance for additional depreciation would require an increase 
in revenues of more than twice the amount of required expense to provide 
for additional taxes, p. 21. 
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Return, § 24 — Maintenance of financial integrity. 
Statement that if a rate of return applied to a valuation of utility property 
is sufficient to assure confidence in the financial integrity of the business and 
adequate to maintain its credit, such rate of return is fair and the value placed 


on the property is fair value, p. 6. 


Apportionment, §7 — Telephone plant revenues and expenses — Separations 


method. 


Statement that an acceptable separations method for telephone plant reve- 
nues and expenses must embody existing legal principles and provide a 
firm and definite standard to delineate the respective fields of state and 


federal authority, p. 18. 


Apportionment, § 7 — Telephone separations — Station equipment. 
Discussion of the use of the Charleston modification of the Separations 
Manual for the separation of station equipment and operating expenses re- 


lating to such equipment, p. 19. 


APPEARANCES: For Southwestern 
Bell Telephone Company: Blake 
Downie, Attorney, and Edward L. 
Wright, Attorney. 

For the Protesters: Mitchell Moore, 
for the city of Osceola; Lem C. Bryan, 
for the city of Fort Smith; Marshall 
Little, for the city of Benton; Reed 
Thompson, for the city of North Little 
Rock; Jabe Hoggard, for the city of 
El] Dorado; Elbert Johnson, for the 
city of Blytheville; Joseph Brooks, 
Assistant City Attorney for Little 
Rock; O. D. Longstreth, Jr., City At- 
torney for Little Rock. 

For the Public Service Commission : 
U. A. Gentry, Attorney, and M. E. 
Michell, Director of Utilities. 


By the ComMISssIONn : 


History of the Proceedings 


These proceedings involve two ap- 
plications for increases in the Arkansas 
intrastate rates of Southwestern Bell 
Telephone Company (“Southwest- 
ern”). The first application, provid- 
ing for a specific schedule of increased 
exchange rates, was filed August 21, 
1952, and such increased rates were 
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put into effect under bond on Septem- 
ber 21, 1952, pursuant to the Arkansas 
Statutes, § 73-217(b). These rates 
were estimated by Southwestern to 
provide additional revenues of $2,350,- 
000 annually, on the basis of tele- 
phones in service on June 30, 1952. 
The second application was filed simul- 
taneously and stated that Southwest- 
ern’s proposed schedule of increased 
rates would not produce a rate of re- 
turn which would be fair in the future, 
and requested the commission to “find 
and fix just, reasonable, and sufficient 
rates in the interest of both the com- 
pany and the public.” Both applica- 
tions were consolidated for hearing 
before the commission, and after nu- 
merous prehearing conferences, formal 
hearings began on April 13, 1953, 
and were concluded August 6, 1953. 
The completed record consists of 1,858 
pages of testimony and 143 exhibits 
introduced by witnesses for South- 
western, the commission staff, and the 
protesters. During these extended 
proceedings every opportunity was 
given to Southwestern and the pro- 
testers for presentation of evidence 
and cross-examination. 
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Southwestern is an associated com- 
pany of the American Telephone and 
Telegraph Company  (‘‘American 
Company”) and renders local and 
long-distance telephone service in 
Arkansas, Kansas, Missouri, Okla- 
homa, Texas, and a small part of IIli- 
nois contiguous to the St. Louis area. 
Southwestern had approximately 215,- 
000 telephones in service in Arkansas 
at December 31, 1952. All but a few 
shares of Southwestern’s common 
stock is owned by its parent, the 
American Company, which also oper- 
ates a long lines department provid- 
ing long-distance telephone service 
throughout the United States. In ad- 
dition, the American Company owns 
substantially all of the common stock 
of Western Electric Company (“‘West- 
ern Electric”) which is the principal 
equipment supplier for the Bell System. 
The American Company renders vari- 
ous technical services to the operating 
companies and together with Western 
Electric owns and operates the Bell 
Telephone Laboratories which engage 
in research and development of new 
techniques of operation and new tele- 
phone equipment. 

Southwestern claimed that the aver- 
age rate of return realized on its invest- 
ment in Arkansas intrastate property 
since the end of World War II was 
2.2 per cent although two rate 
increases, totaling approximately 
$5,000,000, were granted during that 
period.’ 

In this proceeding counsel for 
Southwestern indicated that increased 
revenues of $3,850,000 would be neces- 
sary to provide a fair return. This 





1Docket No. U-231; and Docket No. U- 
= a 1952) 87 PUR NS 97, 95 PUR 


claim apparently was based on coun- 
sel’s interpretation of evidence pre- 
sented by Southwestern’s witnesses 
purporting to show that an 8 per cent 
rate of return on a net investment rate 
base of $42,628,419, and an allowance 
for additional cost of replacements are 
necessary to preserve the financial in- 
tegrity of Southwestern’s Arkansas 
intrastate operations. Taken at face 
value the evidence presented by South- 
western’s witnesses indicates a need 
for $5,331,028, in additional revenues, 
which, of course, is some $1,500,000 
more than the claim of counsel. It is 
not clear what evidence counsel found 
necessary to consider in arriving at 
their claim. 

The firm of Arthur Andersen & Co., 
independent public accountants having 
wide utility experience, at the request 
of the commission, made a detailed 
examination of Southwestern’s appli- 
cations for increased rates and the 
evidence submitted in support thereof. 
Based upon their investigation, involv- 
ing some 3,500 man-hours of study 
and a complete presentation of testi- 
mony and exhibits, Arthur Andersen 
& Co. recommended an increase in 
revenues of approximately $2,600,- 
000, to yield a rate of return of 6.3 per 
cent on a net investment rate base of 
$40,937,117, plus revenues of $400,- 
000 for additional cost of replacements 
or depreciation expense. 

In addition to the man-hours spent 
by Arthur Andersen & Co., the staff 
of the commission, being limited as to 
personnel, devoted some 3,000 man- 
hours to the analysis of the testimony 
and exhibits and an investigation of 
the books and records of Southwestern. 

Counsel for the protesters represent- 
ing various municipalities in the state 
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(“Cities”) took an active and useful 
part in the conduct of the case and 
retained two consultants who made 
independent investigations. The Cities 
presented evidence indicating a need 
for an increase in revenues of approxi- 
mately $1,400,000, based on a 54 per 
cent rate of return and a rate base of 
$37,661,626. Using a modified sepa- 
rations method, the witnesses testify- 
ing in behalf of the Cities found a 
rate base of $36,357,545 and a need 
for an increase in revenues of approxi- 
mately $762,000. The Cities departed 
from the recommendations of their 
witnesses, and in their brief filed with 
this commission urged that no increase 
in revenues be granted because of al- 
leged inequities of the Separations 
Manual. 


Rate Base 


The issue of valuation of property 
for rate-making purposes has a long 
record of controversy since the historic 
decision of the United States Supreme 
Court in Smyth v. Ames.* Various 
and often inconsistent theories of valu- 
ation were applied, depending upon 
the prevailing price levels, until the 
United States Supreme Court decision 
in Federal Power Commission v. Hope 
Nat. Gas Co.® gave recognition to the 
importance of the result to be reached 
in a rate determination. In a recent 
case the Arkansas supreme court re- 
viewed the development of the law on 


valuation and, following the rule of 
the Hope Case, supra, concluded that: 
“, . . no public utility has a vested 
right to any particular method of valu- 
ation.’”* 

It is apparent that our ultimate goal 
in utility regulation, under the Arkan- 
sas Statutes and the decisions of courts, 
is the determination of just and rea- 
sonable rates which provide a fair and 
adequate return to the owner.’ If a 
rate of return applied to a valuation 
of property results in a return which 
assures confidence in the financial in- 
tegrity of the business and is adequate 
to maintain its credit it is axiomatic 
that the rate of return is a “fair” rate 
of return and that the value placed on 
the property is “fair” value. The 
mechanics of the computation of the 
value of the investment and the per 
cent of return applied to such invest- 
ment lose significance if the return al- 
lowed is adequate considering all the 
factors involved in a rate determina- 
tion.® 


Telephone Plant 

[1] After considering all of the 
evidence in the record as to the nature 
and extent of additions to property 
throughout Southwestern’s history, 
we are convinced that the most appro- 
priate measure of value for rate-making 
purposes is Southwestern’s net invest- 
ment in property used and useful in 
Arkansas intrastate operation.” A re- 





pd 2 (1898) 169 US 466, 42 L ed 819, 18 S Ct 


3 (1944) 320 US 591, 88 L ed 333, 51 PUR 
NS 193, 64 S Ct 281. 
4Fort Smith v. Southwestern Bell Teleph. 


Co. (1952) 220 Ark 70, 94 PUR NS 214, 247 
SW2d 474. 

5 Arkansas Statutes, § 73-218; Fort Smith 
v. Southwestern Bell Teleph. Co., supra; Fed- 
eral Power Commission v. Hope Nat. Gas Co., 
supra. 

6 In this connection the testimony of South- 
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western’s witness, Mr. R. A. Moran, is sig- 
nificant: the company would be 
satisfied if the dollars of earnings are sufficient, 
regardless of the method in which they may 
be expressed as one rate of return on one 
rate base and another rate of return on an- 
other rate base.” 

7 Net investment in property used and useful 
in Arkansas intrastate operations, includes ac- 
tual moneys expended for telephone plant in 
service, telephone plant under construction, 
and telephone plant held for future use, less 
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turn allowed on this investment, if 
sufficient to cover the cost of servicing 
and attracting capital, will adequately 
compensate the investors and encour- 
age new investment in the utility serv- 
ice. 

During the period since the war, 
Southwestern has responded to unprec- 
edented public demand for telephone 
service and has been required to ex- 
pend large sums of money for expan- 
sion and improvement of telephone 
property in Arkansas.* Southwest- 
ern’s officials testified that current de- 
mand for new telephone service is con- 
tinuing, and that plans for additional 
construction contemplate an expendi- 
ture of $9,700,000 during 1953. 

It has always been the policy of this 
commission to encourage prudent ex- 
penditures for property required in the 
public service, and to allow a fair re- 
turn on capital invested for this pur- 
pose.® The evidence shows and we 
are satisfied that moneys invested by 
Southwestern in plant currently in 
service, plant under construction, and 
plant held for future use in telephone 
operations, were prudently expended 
and that such plant is used or useful in 
rendering telephone service. 

Following the established policy of 
this commission, as approved by the 
Arkansas supreme court, we conclude 
that Southwestern’s actual net invest- 
ment in the Arkansas intrastate plant, 
amounting to $41,684,010, should be 
included in the rate base. 


Cash Working Capital 
[2] Working capital requirements 


supplied from Southwestern’s own 
funds is a capital investment, and is 
entitled to compensation in the same 
way as investment in telephone plant. 
However, there is evidence that South- 
western has available for general cor- 
porate purposes substantial funds from 
tax accruals. These funds are collected 
from the telephone subscriber and held 
by Southwestern for future payment to 
the government. Data supplied by 


witnesses for the commission staff 
indicates that at the low point during 
the year these accruals are sufficient 
to provide the cash working capital 
requirements, and, therefore, we make 
no allowance in the rate base for cash 
working capital.’ 


Materials and Supplies 

[3] The Cities have also urged that 
we make no allowance in the rate base 
for Southwestern’s investment in 
materials and supplies on the theory 
that tax accruals provide funds for 
this item of working capital as well 
as for cash operating expenses. This 
claim fails, however, to recognize the 
permanent nature of this investment. 
Materials and supplies are not readily 
converted into cash, but like items of 
plant require continual replacement. 
Sound financial practice requires that 
materials and supplies be financed by 
permanent capital supplied by the in- 
vestors in the utility. We do not be- 
lieve that we should encourage or pre- 
vail upon a utility to finance materials 
and supplies with funds provided by 
tax accruals." This commission has 
not heretofore approved such a prece- 





reserves for depreciation, all as recorded on 
the books and records of Southwestern. 

8 The evidence indicates that the Arkansas 
intrastate net investment increased from 
$14,000,000 at the end of 1946 to $43,000,000 
at the end of 1952. 


8 Re Southwestern Bell Teleph Co. (1951) 
87 PUR NS 97; Re Arkansas Power & Light 
Co. (1944) 55 PUR NS 129. 

10 Re Southwestern Associated Teleph. Co. 
(1952) Docket No. U-714. 

11Re Southern Bell Teleph. & Teleg. Co. 
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dent, and there is nothing in the record 
in this case to justify establishing a 
new rule with respect to the allowance 
of materials and supplies as a compo- 
nent of the rate base.” 

Southwestern has claimed $564,409 
for materials and supplies, which is 
the book amount of that investment 
at December 31, 1952. Based upon 
an examination of the monthly inven- 
tory balances maintained by South- 
western and, in the absence of any 
showing that this amount is not rea- 
sonable, we accept management’s judg- 
ment that this inventory is required 
in the efficient conduct of Arkansas 
intrastate operations. 


Conclusion 

We conclude after consideration of 
all of the evidence in this case that 
the rate base applicable to Arkansas 
intrastate operations at December 31, 
1952, was $42,248,419, consisting of 
net investment in property used and 
useful in Arkansas intrastate opera- 
tions, plus the book amount of mate- 
rials and supplies at that date as shown 
in Appendix I. 


Attrition 


[4, 5] Southwestern’s witnesses 
presented compelling evidence showing 
an attrition of earnings experienced 
during the period of expansion since 
the war. The causes of this attrition 
are not, however, traceable solely to 
the high cost of property additions 
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and improvements as Southwestern 
claimed. There is evidence that sub- 
stantial items of cost such as engi- 
neering and development related to 
conversions and other permanent im- 
provements, and pension accruals were 
higher during this period of abnormal 
growth than may be expected in a peri- 
od of relatively stable operations.’® 
We do recognize, however, that the 
high cost of additions to plant tends 
to reduce the over-all rate of earnings 
because of the dilution of return real- 
ized on the older low cost plant. Jt ts 
primarily for this reason that we adopt 
a rate base which reflects the latest 
substantiated expenditures for tele- 
phone property, including telephone 
plant under construction and the in- 
vestment in materials and supplies, to 
determine an allowable return. While 
Southwestern claimed that we should 
go further and project a rate of attri- 
tion, we do not believe that it is our 
function to speculate on future operat- 
ing conditions. The _ rate-making 
process must be conducted in an or- 
derly fashion, and final determinations 
must be based on a thorough examina- 
tion of the results of operation during 
a past period. The inevitable delay 
required to process an application for 
a revision in rates may cause some in- 
equities resulting from operating 
changes occurring in the interim. In 
some cases the delay may benefit the 
utility company, in others, the con- 
sumer. We do not believe that we 





(NC 1953) Docket No. P-55 Sub. 30; Re 
Chesapeake & P. Teleph. Co. (Va 1950) 85 
PUR NS 435. 

12 Re Southwestern Bell Teleph. Co., supra, 
note 9; Re Southwestern States Teleph. Co. 
(1952) 94 PUR NS 97; Re Southwestern 
Associated Teleph. Co., supra. 

13 A witness for the commission staff pre- 
sented additional evidence which indicated that 
Southwestern failed to capitalize certain en- 
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gineering and administrative costs related to 
construction, and which were paid to the 
American Company on a license fee arrange- 
ment. During a period of heavy construction 
the failure to capitalize these items results in 
an understatement of operating income. and 
therefore exaggerates the rate of attrition. 
We have considered license fees in connection 
with our determination of a fair rate of return. 
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can eliminate these inequities by guess- 
ing about future changes which may 
affect Southwestern’s operations. The 
errors inherent in speculative estimates 
are likely to far outweigh the equities 
which may be accomplished. 

We, therefore, conclude from the 
evidence presented in this case that 
an end of period rate base, namely, that 
existing at December 31, 1952, which 
includes all moneys actually expended 
for plant used or useful in rendering 
telephone service, is reasonable and 
just for the present and for a reason- 
able time in the future, and conforms 
to the requirements prescribed by the 
courts. ** 


Rate of Return 


[6-8] We now turn to a considera- 
tion of the return which should be al- 
lowed in the cost of service to compen- 
sate the capital invested in the Arkan- 
sas intrastate telephone properties of 
the Bell System. The principles gov- 
erning the determination of an ade- 
quate return have been discussed by 
the United States Supreme Court” 
and have been considered at length in 
previous decisions of this commis- 
sion.’ Following these established 
principles, we believe that the basic 
test of an adequate return for a public 
utility is the cost of servicing and at- 
tracting capital to the industry. This 


“cost of capital” approach has the ad- 
vantage of differentiating the charac- 
teristic risks of various types of enter- 
prises, and, therefore, can be used to 
determine the investors’ requirements 
for the telephone industry as distin- 
guished from the less stable operations 
of, for example, manufacturing con- 
cerns. Moreover, a determination of 
the cost of capital employed in the Bell 
System, when based on recent market 
response to new financings, gives a re- 
liable indication of the terms on which 
the utility will be able to attract new 
capital for future expansion and im- 
provement. 


Cost of Debt Capital 

The Bell System is closely knit and 
fully integrated in its financial arrange- 
ments, and while Southwestern and 
other units of the system have individ- 
ual debt obligations outstanding, the 
evidence shows that the credit standing 
of the whole system influences the in- 
terest rates required by the investors 
of any particular issue. Moreover, 
there is additional evidence which in- 
dicates that the American Company 
exercises control over the finances of 
the associated companies in the sys- 
tem, and may with facility grant ad- 
vances or withhold from any of the 
associated companies to supply capital 
needs in that system.” Because of 
this financial arrangement, it is im- 





144McCardle v. Indianapolis Water Co. 
(1926) 272 US 400, 71 L ed 316, PUR1927A 
15. 47 S Ct 144; Fort Smith v. Southwestern 
Bell Teleph. Co., supra, note 4; Re South- 
western Bell Teleph. Co. (Okla 1953) Docket 
No. 20, 380; Re Southwestern Bell Teleph. 
Co. (Kan 1952) 93 PUR NS 161; Re South- 
western Bell Teleph. Co. (Mo 1952) 92 
PUR NS 481. 

15 Federal Power Commission v. Hope Nat. 
Gas Co. (1944) 320 US 591, 88 L ed 7333, 51 
PUR NS 193, 64 S Ct 281; Missouri ex rel. 
Southwestern Bell Teleph. Co. v. Public 


Service Commission, 262 US 276, 67 L ed 981, 





PUR1923C 193, 43 S Ct 544, 31 ALR 807; 
Bluefield Water Works & Improv. Co. v. 
West Virginia Pub. Service Commission, 262 
US 679, 67 L ed 1176, PUR1923D 11, 43 S Ct 


675. 

16 Re Southwestern Bell Teleph. Co., supra, 
note 14; Re Arkansas Power & Light Co.. 
supra, note 9. 

17Re New York Teleph. Co. (NY 1951) 
91 PUR NS 231, 239, the commission described 
the intercorporate financial relationships in 
these words: “The financial picture of the 
system may be likened to a main reservoir with 
subsidiary reservoirs, and the storage level of 
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practicable to identify the particular 
debt issues which support Southwest- 
ern’s investment in Arkansas telephone 
properties. It is necessary, therefore, 
to look to the experience of the Bell 
System as a whole to determine the 
cost of this source of capital for Arkan- 
sas intrastate operations. 

The annual average cost of Bell 
System debt issues outstanding at De- 
cember 31, 1952, is slightly less than 
3 per cent.* This cost was computed 
by the commission staff as the average 
interest rate adjusted for amortization 
of premium and expense, and therefore 
reflects the cost of servicing debt secu- 
rities held by the public. The cost of 
debenture bonds issued by Southwest- 
ern and included in this computation 
is slightly under 3 per cent. Bell 
System debt capital has been raised on 
long-term issues at fixed interest rates, 
and therefore the system will enjoy the 
use of this money at the average con- 
tractual interest rate of 3 per cent for 
many years in the future.” 

Witnesses for Southwestern and the 
commission staff testified to the recent 
general increases in interest rates, and 
there is evidence that the 1953 Bell 
System debt issues carry interest costs 
of 3.75 per cent and 3.80 per cent.*! 
Southwestern’s witness, Mr. Eugene 
S. Merrill, insisted that an allowance 
of at least 34 per cent for the cost of 
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all outstanding debt money was neces- 
sary in view of the currently high in- 
terest rates. The reasoning in sup- 
port of this claim has completely eluded 
us and we cannot understand why 
Southwestern should have an allow- 
ance for interest cost substantially in 
excess of what it will actually have 
to pay; this excess, if allowed, mere- 
ly increases the return on the equi- 
ty capital of the American Com- 
pany. 

It is, of course, necessary in fixing 
rates for the future to give recogni- 
tion to an increase in interest rates. 
Witness for the commission staff, Mr. 
S. Lloyd Nemeyer, made a computa- 
tion which gives effect to the current 
increase in interest rates by weighting 
the actual cost of outstanding debt 
issues (2.98 per cent) with the higher 
interest cost of new issues (3.75 per 
cent), based on estimated new financ- 
ing requirements for the year 1953. 
The result of this computation was 
3.054 per cent. We accept Mr. Ne- 
meyer’s approach because it gives spe- 
cific recognition to current interest 
costs for a reasonable time in the future 
while retaining as the basic element 
in the cost of debt capital the actual 
interest expense on debt issues present- 
ly outstanding. We conclude that 
3.054 per cent is an appropriate allow- 
ance for debt capital. 





any one may be raised and lowered at will to 
best meet the needs as determined by the over- 
all management of the system as a whole.” 

18 The total funded debt of the Bell System 
at December 31, 1952, was $3,789,861,500 and 
annual interest cost thereon was $112,946,048, 
resulting in an average interest rate of 2.98 
per cent. 

19 Southwestern’s debenture bonds outstand- 
ing at December 31, 1952, consisted of two 
issues totaling $175,000,000 and annual inter- 
est cost thereon was $5,116,614, resulting in 
an average interest rate of 2.92 per cent. 

20 Less than 10 per cent of the total funded 
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debt of the Bell System outstanding at Decem- 
ber 31. 1952, excluding convertible debentures, 
matures before 1970, and more than 50 per cent 
of this debt is not due for payment until 1980 
and thereafter. 

21 On May 5, 1953, Southern Bell Telephone 
& Telegraph Company offered $30,000,000 
debenture bonds on competitive bidding. The 
effective interest cost on the most favorable 
bid was 3.791 per cent; however, the company 
rejected all bids. On June 23, 1953, New York 
Telephone Company sold $35,000,000 refunding 
mortgage bonds at an annual effective cost of 
3.77 per cent. 

















Allowance for Equity Capital 

The equity capital invested in Ar- 
kansas telephone properties is repre- 
sented almost entirely by the common 
stock and surplus of the parent Ameri- 
can Company. Regular dividends of 
$9 per share have been paid on this 
stock since 1922, and it is widely 
traded on all major stock exchanges. 
A number of approaches to the prob- 
lem of determining a proper allowance 
for equity capital have been recom- 
mended by expert witnesses for South- 
western, the commission staff, and the 
Cities during the proceeding. Basi- 
cally, the evidence presented by these 
witnesses falls into two categories: 
(1) an allowance reflecting the cost of 
new equity capital, based on earnings- 
price ratios adjusted for cost of flota- 
tion, and (2) an allowance based on 
the maintenance of the traditional $9 
dividend of the American Company. 

Large amounts of new equity capital 
were raised by the American Company 
in every year since the war. The 
actual method of sale was accomplished 
for the most part through convertible 
debenture plans, and the facts indicate 
that investors were willing to maintain 
market prices for American Company 
common stock in excess of its book 
value for the entire period during 
which conversions occurred. More- 
over, the data presented by the commis- 
sion staff show that the net proceeds 
realized by the American Company 
since 1946 from the conversion of 
debentures to new common stock com- 
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pared favorably with the equity owner- 
ship of the old stockholders. In view 
of these facts it appears reasonable to 
us that the investors’ evaluation of 
earnings realized by the Bell System, 
especially in recent years, provides an 
appropriate basis for future return re- 
quirements. 

Comprehensive studies were made 
by the commission staff and South- 
western covering earnings-price ratios, 
cost of flotation, and return on equity 
capital of the American Company. 
Additional studies on the cost of equity 
capital for electric operating utilities 
and associated companies of the Bell. 
System with large minority interests 
indicate a range of 8 per cent to over 
10 per cent for these companies de- 
pending upon size, location, growth, 
and other operating factors. These 
studies provide some measure of the 
cost of equity capital for the Bell Sys- 
tem. However, the evidence is very 
clear that the size of the Bell Sys- 
tem and reputation for dividend con- 
tinuity of the American Company have 
placed its common stock on a higher 
level of quality, and, therefore, a lower 
cost of capital to the system. 

We conclude from this evidence that 
the investor in American Company 
common stock requires a return of ap- 
proximately 8 per cent to 84 per cent 
based on market prices adjusted for 
cost of flotation. 


Capitalization Ratios 
On December 31, 1952, the Bell 
System capitalization ratios were 40 





22 Proceeds received from new common stock 
issues during the period 1946-1952 were 
$2,567,508,544. Of this amount $1,864,540,333 
was raised during 1950-1952. 

28 Earnngs-price ratios, adjusted for cost 
of flotation, on American Company common 
stock as computed by the commission staff 


were: 





NON oo oistorcs oe aigin a aise eee Oe 7.36% 
ADMD ca rdiny Mare os ercreereenielacere ale Pe are 7.62 
OM a oiare Nel creraie: wha ekeiardsclaein rats RSA 9.38 
IRE ae ati amis Lumsn Aaa ah oar a ay 8.57 
NODS ier orexccesn re alawtac sin a iaverenc aeeestnes 8.39 
Average 1920-1952 .................. 8.07 
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per cent debt and 60 per cent equity. 
Witnesses for Southwestern urge us 
to assume a reduction in the percentage 
of debt to 334 per cent, and allow a 
rate of return sufficient to cover a 
higher cost of nonexistent equity capi- 
tal. On the other hand, the Cities 
contend that a reasonable debt ratio 
is 45 per cent, and a rate of return 
should be based on this assumption, 
notwithstanding the fact that the rate 
of return so computed would not cover 
the actual cost of capital.** We can- 
not accept either of these claims. Any 
hypothetical downward adjustment in 
the debt ratio for determining a rate of 
return merely yields additional earn- 
ings for equity capital. Likewise, the 
use of a higher than actual debt ratio 
results in a theoretical rate of return 
which can only be sufficient to pay 
costs of capital if the Bell System 
changes its capitalization to conform 
to the wishes of the Cities. Moreover, 
the debt ratio is an important element 
in investment appraisal, and the cur- 
rent costs of the capital components 
necessarily reflect the existing debt 
ratio of the Bell System. We would 
be indulging in pure speculation if we 
were to select a hypothetical debt ratio 
and adjust the actual costs of debt and 
equity capital to what we may think 
the investors would require in the cir- 
cumstances of an assumed change in 
the quality of the investment. 

There is convincing evidence in the 
record that the existing Bell System 
debt ratio of 40 per cent is reasonable, 
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and provides adequate protection for 
the stockholders’ equity. While the 
telephone operations are less stable 
than other utility services, and there- 
fore cannot safely carry as high a per- 
centage of debt in the capital structure, 
it is also true that changes in interest 
rates and income tax laws occurring 
over the last three decades have eased 
the burden of the higher debt ratios. 


Studies made by the commission 
staff indicate that, in terms of in- 
terest coverage and absorption ratios, 
the 40 per cent debt ratio of the Bell 
System under today’s conditions is no 
more burdensome than the traditional 
334 per cent debt ratio was during 
the 1920’s. In view of this evidence, 
we conclude that the rate of return 
should be based on the existing capi- 
talization of the Bell System. 


Over-all Cost of Capital 

Using a capitalization of 40 per 
cent debt and 60 per cent equity and 
an allowance of 3.054 per cent for in- 
terest on debt and 8 per cent to 83 
per cent for earnings on equity capital, 
the over-all cost of capital of the Bell 
System ranges from approximately 
6 per cent to 64 per cent. 


Requirements to Service Bell System 
Capital 

[9] The Cities’ witnesses ap- 
proached this problem solely from the 
viewpoint of servicing capital charges 
of the Bell System incurred during 
the year 1952, including the $9 divi- 
dend of the American Company. 





24 This contention apparently was based on 
several rate cases involving Bell System oper- 
ations in other jurisdictions. The Cities’ wit- 
nesses did not recommend a higher debt ratio, 
and we can find no evidence in this case to jus- 
tify such a claim. In this connection, we note 
that the Cities and Southwestern cited numer- 
ous cases involving rates of return allowed in 
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other jurisdictions. We are not impressed with 
cases allowing higher rates of return selected 
by Southwestern, nor the low rates selected by 
the counsel for the Cities. No proof of com- 
parability was offered to provide a basis for 
considering evidence of this kind in the present 
proceeding. 

















Southwestern and the commission 
staff also presented evidence of return 
requirements of the Bell System based 
on capital obligations outstanding at 
the end of 1952. We do not believe 
that regulatory agencies should, as a 
general rule, determine allowable re- 
turn on the basis of a dividend policy 
established by the management of a 
utility company. Dividend policy is 
a function of management, and in its 
best form results from a careful weigh- 
ing of financial and operating factors 
which are subject to constantly chang- 
ing economic conditions. It is not 
the function or purpose of regulation 
to appraise the dividend policy of a 
utility company,” nor is regulation 
conducted in the best interests of the 
consumers by fixing rates to guarantee 
a dividend rate which is solely within 
the control of the utility company. 
However, in view of the long-estab- 
lished and almost legendary character 
of the $9 dividend of the American 
Company, and also in recognition of 
the fact that the continuity of this 
dividend importantly affects investors’ 
appraisal of the Bell System securities, 
we feel that it is appropriate to con- 
sider this approach in testing the ade- 
quacy of a rate of return based on the 
cost of capital. The difficulty of ap- 
plying this test is in determining a 
proper allowance for retained earn- 
ings and dividend protection (or con- 
versely, a reasonable dividend pay-out 
percentage). There was a wide dis- 
parity of opinion among the witnesses 
who testified on this issue.*® While 
there is little hope in reconciling these 
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differences of opinion, it appears plain- 
ly evident that a weighted average of 
dividend pay-out of 84 per cent for all 
years since 1922 adopted by the Cities’ 
witness is too high because it includes 
all of the poor years when pay-out ex- 
ceeded 100 per cent of earnings. Like- 
wise, we are not impressed with South- 
western’s claim that the 60 per cent 
pay-out ratio enjoyed during the pros- 
perous 1920’s is an appropriate guide 
to current requirements. It is not 
our purpose to fix a rate of return to 
duplicate the most profitable years in 
the history of the Bell System, especi- 
ally when it may be recalled that regu- 
lation was of questionable effectiveness 
during that period. 

Using a capitalization of 40 per cent 
debt and 60 per cent equity and an al- 
lowance of 3.054 per cent for interest 
on debt, a dividend pay-out ratio of 
75 per cent to 80 per cent and giving 
consideration to the continuance of 
the $9 dividend by the American Com- 
pany, the over-all return requirements 
of the Bell System range from ap- 
proximately 6 per cent to 6} per cent. 


Other Factors Which Must Be Con- 
sidered 

It must be noted that the foregoing 
cost of capital and return requirements 
have been developed on the assumption 
of a single corporate enterprise, en- 
gaged solely in telephone operations, 
and limited in earnings to the rate 
of return allowed under regulation in 
the various operating jurisdictional 
areas. Such is not the case with the 
Bell System, and therefore, it is neces- 





25 Chesapeake & P. Teleph. Co. v. Public 
Service Commission (1952) — Md —, 97 PUR 
NS 50, 93 A2d 249; Re Baltimore Transit Co. 
(Md 1952) 94 PUR NS 129. 

26 Southwestern’s witness, Mr. Eugene S. 








Merrill, recommended a 60 per cent pay-out 
ratio; Mr. James M. Honaker, for the Cities, 
used 84 per cent; and Mr. S. Lloyd Nemeyer, 
for the commission staff, based his computa- 
tions on a 75 per cent ratio. 
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sary to qualify the allowable rate of 
return for unusual earnings advantages 
realized by the Bell System and not 
directly subject to regulatory surveil- 
lance. We now turn to a discussion 
of these other factors which should be 
considered. 


License Contract Fees 

[10] The parent American Com- 
pany renders certain engineering, ad- 
ministrative, and financial services mu- 
tually beneficial to the operating 
companies of the Bell System.*” Un- 
like other utility holding company or- 
ganizations, however, the American 
Company does not recoup the costs 
of such services directly from the re- 
cipient companies on the basis of bene- 
fit received. Rather, a fixed license 
fee of one per cent of gross revenues is 
exacted from the operating companies ; 
and there is not necessarily a relation- 
ship between this fixed fee and the 
costs allocable to the various areas 
served. Southwestern’s witnesses pre- 
sented evidence as to the nature and 
extent of such services on a system- 
wide basis, but we are unable to deter- 
mine from this information whether 
the license fee collected from Arkansas 
subscribers is supported or supportable 
by costs incurred by the American 
Company properly allocable to Arkan- 
sas intrastate operations. Several 
commissions have recently questioned 
the propriety of the license fee ar- 
rangements ;** many others have ex- 
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pressed dissatisfaction with the appar- 
ent reluctance of the Bell System to 
comply with accounting requirements 
generally required of other holding 
companies. While we do not feel 
that we should reject and disallow the 
contractual agreement for license fee 
payments at this time, we believe that 
the interests of the consumer require 
that we recognize this source of in- 
come to the American Company, and 
accordingly consider this in determin- 
ing the allowable rate of return. This 
action is especially necessary in view of 
the fact that payments under the license 
contract have increased automatically 
and without the benefit of additional 
services during the period that South- 
western has been collecting increased 
revenues under bond. 


Western Electric 

The American Company owns and 
controls Western Electric which is 
the sole supplier and equipment manu- 
facturer for the Bell System. In recent 
years, Western Electric has earned a 
rate of return on its invested capital 
of 10 per cent to 12 per cent from sales 
to Southwestern. Since 1916, the 
average earnings of Western Electric 
from such sales have been somewhat 
less—about 8 per cent. During the 
proceeding, the Southwestern wit- 
nesses testified to the value of the mate- 
rials and equipment purchased from 
Western Electric, and there is evidence 
that economies are realized by the Bell 





27 In 1952 the costs incurred by the American 
Company to render these services to all of 
the operating companies were: 


Operation and engineering ...... $7,434,229 
Bell Telephone Laboratories ..... 17,254,235 
Treasury Department ............ 4,207,018 
Public Relations Department .... 3,660,098 
Comptroller’s Department ....... 3,146,415 
OS SG CR rte ne 12,467,439 

0S Ee eer a ery era $48,169,434 
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28 Re Southern Bell Teleph. & Teleg. Co. 
(Fla 1952) 92 PUR NS 335; Re South- 
western Bell Teleph. Co., supra; Re New 
ag My Bell Teleph. Co. (NJ 1951) 91 PUR 


29 Pacific Teleph. & Teleg. Co. v. Fla 
(1950) 189 Or 370, 3 PUR Ns 101, 220 Pod 
522; Chesapeake & P Teleg. Co. v. Public 
Service Commission (Md cé 1952) 95 PUR 
NS 129: Re Mountain States Teleph. & Teleg. 
Co. (Utah 1951) 90 PUR NS 107; Re New 












































System through the close association 
of the operating companies and the 
manufacturing affiliate. There were 
further claims by Southwestern wit- 
nesses that Western Electric’s prices 
were substantially lower than the com- 
petitive market could offer, and that 
no comparable service could have been 
provided from other suppliers. While 
we recognize certain advantages of 
Western Electric’s affiliation with the 
Bell System, we are not impressed with 
the argument that Western Electric’s 
performance measures up to competi- 
tive standards. Obviously no serious 
competitor exists because of this af- 
filiation, and consequently comparative 
competitive standards of performance 
are not persuasive. 

We cannot remain unmindful of the 
fact that Western Electric earning 
are produced by sales to operating com- 
panies, including Southwestern’s Ar- 
kansas intrastate operations. These 
earnings are, of course, available 
through ownership by the American 
Company, for payment of capital 
charges of the Bell System. Studies 
made by witnesses for the staff indicate 
that the cost of capital for a manufac- 
turing enterprise such as Western 
Electric ranges from 10 per cent to 
12 per cent. The over-all cost of capi- 
tal to the Bell System of 6 per cent to 
6} per cent includes a portion of the 
higher cost capital invested in Western 
Electric, and therefore, the cost of that 
portion of the Bell System capital in- 
vested in telephone operating proper- 
ties is substantially lower. 
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Conclusion 

[11] Considering all of the evi- 
dence, we conclude that a fair, just, 
and reasonable rate of return is 6 per 
cent on Southwestern’s rate base here- 
inbefore determined to be applicable to 
Arkansas intrastate operations. 


Operating Expenses and Taxes 


[12] Southwestern claimed an al- 
lowance for operating expenses based 
on the actual expenses for the year 
1952 adjusted only to reflect the 1952 
wage increase for a full year.° While 
Mr. R. A. Moran, Southwestern’s ac- 
counting witness, admitted that these 
expenses included many items of a 
nonrecurring nature, he failed to 
submit adjustments for such items. 
Moreover, the evidence indicates that 
Southwestern’s operations changed 
substantially during the year with the 
addition of new telephones and facili- 
ties, and, consequently it is nec- 
essary to consider the level of reve- 
nues and expenses existing at the 
end of the year 1952 to correspond to 
the investment in telephone plant at 
that date. Southwestern presented no 
evidence of year-end level of revenues 
and expenses. 

The commission staff analyzed 
Southwestern’s Arkansas intrastate 
operations for the test year 1952, and 
developed a year-end level of expenses 
and taxes of $17,201,349 including 
state and federal income taxes payable 
assuming a return of 6 per cent is 
earned by Southwestern upon the rate 
base established herein.** The evi- 





England Teleph. & Teleg. Co. (Mass 1949) 
83 PUR NS 238. 

80 At a late date in the proceeding, South- 
western attempted to change the test period 
to end on June 30, 1953. However, we denied 
this request, and, as noted in the record, the 
evidence submitted by Southwestern in this 





connection was new and would require ex- 
tensive re-examination by the commission staff 
and the Cities. 

81 Witnesses for the commission staff also 
presented an actual cost of service for the year 
1952 and a pro forma cost of service for a 
“normal year” to measure the results of oper- 
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dence supports the reliability and ade- 
quacy of the data included in this 
year-end level statement of expenses, 
and indicates that it is basically a re- 
statement of actual 1952 expenses, ad- 
justed for nonrecurring costs and the 
effects of the additional investment in 
telephone plant made during the year. 

Considering all.the evidence present- 
ed, we conclude that the year-end level 
of expenses and taxes is the most ap- 
propriate basis for a determination of 
rates in this proceeding. 

The year-end level statement con- 
tained certain specific items which are 
in controversy and are discussed as 
follows: 


Contributions 

[13, 14] Included in the allowance 
for operating expenses is $18,000 for 
charitable contributions, based on 
Southwestern’s actual expenditures in 
Arkansas during the year 1952. We 
are aware that inclusion of such ex- 
penses in the cost of service subjects 
the subscriber to an involuntary assess- 
ment for contributions solely within 
the discretion of Southwestern’s man- 
agement. However, the amount is 
reasonable in relation to the size of and 
the scope of Southwestern’s operations 
throughout the state, and we do not 
question the civic and social benefit of 
these contributions to deserving char- 
itable organizations. We make no al- 
lowance for club dues, and we cannot 
accept Southwestern’s claim that this 
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expense is necessary to the service of 
telephone subscribers. 


Cost of Rate Refund 

[15] Southwestern claimed an al- 
lowance for costs incurred in refund- 
ing rates collected under bond in 
Docket U-462 [(1951, 1952) 87 
PUR NS 97, 95 PUR NS 1] which 
were determined to be excessive in 
subsequent litigation. Regulatory au- 
thorities and the courts have repeatedly 
held that reparation costs are of a non- 
recurring character and should be 
borne by the company.® Allowance for 
such expenses in the cost of service 
frees management from the responsi- 
bility of determining reasonable rates 
to be established under bond and in- 
vites and might well encourage the 
establishment of excessive rates. 

Southwestern’s costs in connection 
with rate refunds are not included in 
the year-end level of expenses, and we 
do not believe that such an allowance 
should be made. 


Pensions 

[16] The year-end level statement 
of expenses makes allowance for pen- 
sion costs actually incurred by South- 
western. The Cities contended in their 
brief that current pension accruals are 
excessive. However, there is no evi- 
dence to support such a claim. We 
are aware that the determination of 
pension accruals is not an exact mathe- 
matical science and we believe that 
the annual accruals over and above the 





ations during a past period. While such state- 
ments of expenses and revenues were useful 
in the investigation of Southwestern’s opera- 
tions in the past, the material changes in the 
revenues and expenses experienced during the 
year required the use of the year-end level 
of expenses in this case. 

82 Re Mississippi River Fuel Corp. (FPC 
1952) 95 PUR NS 435; Panhandle Eastern 
Pipe Line Co. v. Federal Power Commission 
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(CCA8th 1946) 63 PUR NS 270, 154 F2d 
909. Although Chief Justice Smith, in dis- 
senting as to the court’s findings as to interest 
on amounts collected under bond, stated that 
rate refunding costs were appropriate rate- 
making expenses, such statement cannot be con- 
strued to be a pronouncement of the court. 
Fort Smith v. Southwestern Bell Teleph. Co. 
He 220 Ark 70, 94 PUR NS 214, 247 SW 




















current pension payments indicate a 
situation that requires continual exam- 
ination. In this case, however, we 
find no proof that pension accruals are 
excessive. 


Wage Increase 

[17] By way of offer of proof dated 
September 4, 1953, and after the sub- 
mission of the case for formal consid- 
eration by the commission on August 
6, 1953, Southwestern contended that 
as a result of a wage agreement reached 
August 31, 1953, between Southwest- 
ern and the Communications Workers 
of America—ClIO, an additional allow- 
ance in the cost of service amounting 
to $359,500 was necessary to recover 
increased wage costs. 

We have made every effort in the 
proceeding to determine reasonable 
and just rates for the future as well as 
the present. We do not believe, how- 
ever, that we are bound to consider a 
single and isolated change in the cost 
of service nine months subsequent to 
the test period, and which was intro- 
duced after the close of the proceed- 
ings. The commission staff and the 
Cities had no opportunity to study and 
analyze this evidence. The period dur- 
ing which the increase in wages took 
place was not under review in this 
proceeding and there is no evidence 
before us as to changes in other classes 
of expenses and revenues which might 
well offset a portion or all of these 
wage costs. 


For these reasons we have made no 
allowance in this proceeding for wage 
increases incurred by Southwestern 
subsequent to the close of the proceed- 
ings on August 6, 1953. 
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Income Taxes 

[18, 19] Southwestern is an in- 
tegral part of the Bell System. It is 
necessary to consider the entire Bell 
System in the determination of the rate 
of return, and, therefore, it is necessary 
to consider the entire Bell System in 
the computation of federal income 
taxes. Only Arkansas’ fair and pro- 
portionate share of the consolidated 
taxes of the system, after consideration 
of the equitable allocation of the sys- 
tem’s interest costs, should be recov- 
ered from the user of the telephone 
service. Taxes claimed by South- 
western do not reflect a reduction for 
the net tax effect of its proportionate 
share of the Bell System interest costs. 
Accordingly, we feel that an adjust- 
ment should be made to federal in- 
come tax expense applicable to Ar- 
kansas intrastate operations in accord- 
ance with the principles set forth in 
the report entitled ‘Allocation of Bell 
System Federal Income Taxes,” pre- 
pared by the committee on accounts 
and statistics of the National Associa- 
tion of Railroad and Utilities Commis- 
sioners and submitted to that associa- 
tion’s 1952 annual convention at Little 
Rock, Arkansas. Based upon that re- 
port, we conclude that state and federal 
income taxes in the amount of $2,538,- 
022 should be allowed assuming a re- 
turn of 6 per cent is earned on South- 
western’s Arkansas intrastate rate 
base. 

[20] The Cities contended that we 
should give effect at this time to the 
possibility of a reduction in the cor- 
porate federal income tax rate in 1954. 
This contention is contrary to sound 
regulatory practice,** and would re- 





83 Re New York Teleph. Co. (NY 1951) 91 
PUR NS 231: Re New Jersey Bell Teleph. 
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Co. (NJ 1951) 91 PUR NS 161; Re South 
Atlantic Gas Co. (Ga 1951) 90 PUR NS 29; 
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quire us to speculate not only upon 
the actions of Congress, but the 
amount of this possible reduction, and 
also to other operating conditions 
which may affect Southwestern’s in- 
come tax liability in future years. 


Separation of Property and Expenses 


[21] A large part of telephone plant 
provides both intrastate and interstate 
service. This situation results in a 
division of jurisdiction between state 
and federal regulatory authorities over 
common telephone property and the re- 
lated revenues and expenses. The 
search for a reliable, equitable, uni- 
form, and practical method of separa- 
tion acceptable to the state and federal 
regulatory bodies began with the 
Minnesota Rate Cases* and specifical- 
ly in the telephone industry in Smith 
v. Illinois Bell Teleph. Co.% Joint 
studies by representatives of the Fed- 
eral Communications Commission and 
state commissions to develop uniform 
separations procedures were begun in 
1941 and culminated in the Separa- 
tions Manual in October, 1947. 

There was some dissatisfaction with 
the original Separations Manual and 
various modifications were proposed 
by several commissions and further 
joint studies were made by representa- 
tives of the National Association of 
Railroad and Utilities Commissioners 
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and the Federal Communications Com- 
mission. At the Charleston, South 
Carolina, Convention of the National 
Association of Railroad and Utilities 
Commissioners held in October, 1951, 
an amendment to the original Separa- 
tions Manual, known as the Charleston 
Plan was proposed by the Federal 
Communications Commission and 
unanimously accepted by the National 
Association of Railroad and Utilities 
Commissioners. Of all states having 
recent rate proceedings only West Vir- 
ginia and New Hampshire have failed 
to follow the Manual as modified by 
the Charleston Plan.™ 

This method of separation was fol- 
lowed by Southwestern in this proceed- 
ing and accepted by witnesses on be- 
half of the commission staff. How- 
ever, the Cities contended that the 
Manual violates the Constitution of 
Arkansas and confiscates the money of 
local subscribers for the benefit of 
long-distance lines of the American 
Company because of an alleged in- 
equitable separation of accounts in- 
volving station equipment, service or- 
der work, and sales and advertising 
expense. 

An acceptable separations method 
must embody existing legal principles, 
and provide a firm and definite stand- 
ard to delineate the respective fields of 
state and federal authority.*? The 





Re Coast Counties ~~ hg c. aah (Cal) De- 
cision No. 45926, July 

84 (1913) 230 US 382, ‘yy r - 1511, 33 S ‘Ct 
729, 48 LRA NS 1151, Ann Cas 1916A 18. 

36 (1930) 282 US 133, 75 L ed 255, PUR 
1931A 1, 51 S Ct 65. 

86 In rejecting the Charleston Plan, the 
New Hampshire Commission stated: “The 
Charleston Plan modification of the 1947 Sep- 
arations Manual increases the amount of plant 
and associated expenses assigned to interstate 
toll service, thus practically relieving this sub- 
sidization, but the evidence shows that it still 
fails properly to evaluate the true state of 
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conditions here in New Hampshire . 
but New Hampshire, by reason of its seasonal 
variations beyond those of the average, does 
not receive proper consideration from such a 
uniform plan.” Re New England Teleph. & 
Teleg. Co. (1952) 97 PUR NS 410, 415. 

87 The proper regulation of rates can be had 
only by maintaining the limits of state and 
federal jurisdiction, and this cannot be ac- 
complished unless there are findings of fact 
underlying the conclusions reached with re- 
spect to the exercise of each authority. In 
view of the questions presented in this case, 
the validity of the order of the state commis- 

















“use” standard was adopted by the 
United States Supreme Court as an 
appropriate basis for separating the in- 
terstate and intrastate operations of a 
business in The Minnesota Rate Cases, 
supra.* This principle was applied to 
the regulation of telephone service in 
the case of Smith v. Illinois Bell 
Teleph. Co. supra.® 

It is generally agreed that the Sepa- 
rations Manual together with the 
modifications introduced by the 
Charleston Plan embodies the funda- 
mental “relative use” concept estab- 
lished by the courts. Any substitu- 
tion or deviation from the Manual, as 
modified, must therefore be examined 
from the point of fulfilment of the rela- 
tive use concept. 

The Cities’ basic objection to the 
Charleston Plan involves the separa- 
tion of station equipment and the op- 
erating expenses related to such equip- 
ment. Station equipment consists of 
the telephone instrument and all wire 
and apparatus leading from the instru- 
ment to the main pole line or cable 
where it joins lines leading from other 
subscribers and extends to the switch- 
board. 

The Charleston Plan separates this 
category of equipment together with 
the remainder of the outside exchange 
plant on the basis of minutes of use. 
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Mr. Honaker, the Cities’ chief witness 
on separations, contended that due to 
the peculiar characteristics of the class 
of plant designated as station equip- 
ment such a separation resulted in in- 
equities to the exchange subscribers. 
Mr. Honaker stated that station equip- 
ment is singular and unique in that (a) 
actual use consumes only 2 per cent 
of the time, (b) associated expenses 
do not vary with use, (c) station 
equipment is the one item of plant that 
each and every subscriber must have, 
and (d) station equipment renders a 
common service to the rest of the plant 
and its use is affected by the nonlimit- 
ing feature of the flat rate billing pro- 
cedure for local service. Because of 
these factors, Mr. Honaker objected to 
the application of the actual-use basis 
for separation of station equipment 
while accepting such a basis for all 
other telephone plant including sub- 
scribers’ lines and terminal equipment. 

While these factors apply to station 
equipment, the evidence indicates that 
other classes of plant have similar char- 
acteristics. A high ratio of idle time 
to total time is common throughout 
the telephone plant ; the evidence shows 
that total exchange lines plant in Ar- 
kansas is in use less than 4 per cent 
of the time. It does not appear reason- 
able to us to qualify the “use’’ basis as 





sion can be suitably tested by an appropriate 
determination of the value of the property em- 
ployed in the intrastate business and of the 
compensation receivable for the intrastate 
service under the rates prescribed. 230 US at 
p. 435 

88 When rates are in controversy, it would 
seem to be necessary to find a basis for a 
division of the total value of the property inde- 
pendently of revenue and this must be found 
in the use that is made of the property ; that is, 
there should be assigned to each business that 
proportion of the total value of the property 
which will correspond to the extent of its 





employment in that business. 230 US at pp. 
34-436. 

39 . while the difficulty in making an 
exact apportionment of the property is appar- 
ent, and extreme nicety is not required, only 
reasonable measures being essential . 
it is quite another matter to ignore altogether 
the actual uses to which the property is put. 
: ” 282 US at p. 150, PUR1931A at p. 


8. 

# Indiana Bell Teleph. Co. v. Public Service 
Commission (Ind CC 1952) 93 PUR NS 480; 
Re Wisconsin Teleph. Co. (Wis 1952) 93 
PUR NS 490; Re Southern Bell Teleph. & 
Teleg. Co. (Tenn 1950) 84 PUR NS 65. 
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applied to certain classes of plant sim- 
ply because the actual time of use is 
small in relation to total available time. 
The facts relied on by Mr. Honaker do 
not provide the basis for rejecting the 
“use” concept in separations of station 
equipment; they merely describe a 
generally known operating condition in 
the telephone industry. 

The evidence indicates that the re- 
maining factors contended by Mr. 
Honaker to be unique to station equip- 
ment apply also to other classes of 
plant. Expenses associated with all 
classes of telephone plant do not vary 
appreciably with use. Many other 
items of plant in addition to station 
equipment are personal to the subscrib- 
er, including a substantial portion of 
the aerial wire and cable circuits and 
step-by-step dial equipment. In view 
of the interrelationship of all telephone 
plant, it is questionable which class 
renders common service to the re- 
mainder. We cannot find evidence to 
support the premise that inequitable 
separations result from the applica- 
tion of the use principle to station 
equipment because of the singular or 
unique characteristics of that plant. 


Mr. Honaker contended that the re- 
sult of the Charleston Plan method of 
separation assigns 54 per cent of sta- 
tion equipment to interstate operations, 
while 244 per cent of all other plant 
is so assigned and clearly reveals the 
inequities of the Charleston Plan. Such 
a contention fails to consider the 
nature of telephone plant. To furnish 
toll service, the company has provided 
plant at both the central office and be- 
tween exchanges in different cities. 
This plant, unlike station equipment, is 
used only for toll calls. It is clear 


that any separation based on use will 
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result in station equipment being allo- 
cated in a different proportion than the 
rest of the plant. 

Mr. Honaker proposed to substitute 
for the actual use basis of separation 
for station equipment, the basis of the 
prior separation of the remaining tele- 
phone plant. Such a proposal ignores 
the fact that certain telephone plant is 
devoted exclusively to toll as we have 
previously noted. If Mr. Honaker’s 
theories are carried to a logical conclu- 
sion, subscriber lines from the station 
to the central office and the associated 
central office terminations should like- 
wise be apportioned over the other 
plant, resulting in over 50 per cent of 
the plant being apportioned on the 
basis of other plant. 

Mr. Honaker contended that the 
value of the standby time is not ap- 
propriately measured by the actual use 
of station equipment. His method of 
recognizing the value of this class of 
plant during the 98 per cent of the time 
when it is not in use is allocation on 
the basis of the use of all other plant. 
If this method amounts to a recogni- 
tion of value, it is solely because a 
conclusion has been made that station 
equipment is more valuable for inter- 
state than for intrastate services. It 
is clear that the actual costs of standby 
time are not measured by this method. 
Mr. Honaker has selected a ratio which 
has no logical relationship to the plant 
being allocated, and inevitably results 
in the allocation of a greater amount of 
plant to interstate operations. We do 
not believe that sound “use” principles 
of separation support the argument 
that this method more equitably allo- 
cates standby time. 


Mr. Honaker’s proposals regarding 
modification of the separation proce- 




















dures applied to service order work in- 
volve the same principles concerned in 
the discussion of equitable separation 
of station equipment. Although Mr. 
Honaker proposed to separate such ex- 
penses on the basis of the prior separa- 
tion of all plant in service, order work 
to station equipment supports the 
Manual procedures for its separation 
on the basis of the separation of sta- 
tion equipment. 

The proposals of Mr. Honaker have 
been presented in several other juris- 
dictions and rejected by the commis- 
sions or courts in all jurisdictions ex- 
cept West Virginia.* 

We are not unaware of the com- 
plexities involved in the determination 
of an equitable separation method. 
However, for the first time since the 
preparation of the Manual almost 
unanimous agreement on a modifica- 
tion of the Manual method has been 
reached by the various jurisdictions. 
The jurisdictional aspects of the sepa- 
rations problem necessitates a single, 
uniform method of separation. In the 
absence of a clearly acceptable substitu- 
tion which surpasses the present Man- 
ual in equitability and practicability, we 
cannot abandon the uniform proce- 
dures developed over ten years of study 
and accepted by the National Associa- 
tion of Railroad and Utilities Com- 
missioners and the Federal Communi- 
cations Commission. The Manual 
provides a definite standard to deter- 
mine the zone of interstate and intra- 
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state operations, and no determina- 
tion of these zones can be equitably 
made if it depends upon the conven- 
ience or interests of the parties or 
particular regulatory agency involved. 
We feel that in recognition of the ju- 
risdictional nature of the problem, 
additional studies and reconsideration 
of separations problems should be un- 
dertaken by representatives of the Na- 
tional Association of Railroad and 
Utilities Commissioners and the Fed- 
eral Communications Commission 
jointly, and that departure from the 
Manual should not be undertaken by 
individual commissions until such time 
as general agreement has been reached 
through these agencies. 

While we will not hesitate to adopt 
such modifications as are reasonable, 
we are satisfied from the evidence in 
this case that the commission is justi- 
fied in following the Charleston Plan 
method of separations for the purpose 
of fixing Arkansas intrastate telephone 
rates. 


Additional Cost of Replacements 


[22] Evidence submitted by wit- 
nesses for Southwestern and the com- 
mission staff indicates that Southwest- 
ern’s depreciation expense based on the 
original cost of telephone plant in- 
stalled prior to the current period of 
inflationary prices, and required by 
the Uniform System of Accounts for 
Telephone Companies prescribed by 
the Federal Communications Commis- 





41 The circuit court of Marion county, Indi- 
ana, in the case of Indiana Bell Teleph. Co. v. 
‘Public Service Commission, supra, note 40, 93 
PUR NS at p. 488, stated: “The findings 


show sufficiently the reasons for rejecting the 
commission’ s separations methods sponsored by 
Honaker, i.e., they are not properly based on 
use and are unreasonable and appear to have 
been proposed and accepted solely as a means 





for denying relief to the company.” The 
Tennessee Railroad and Public Utilities Com- 
mission in rejecting Mr. Honaker’s proposal, 
stated: “His proposed adjustment would be 

arbitrary and in conflict with recog- 
nized separation procedures as included in the 
record.” Re Southern Bell Teleph. & Teleg. 
Co., supra, note 40, 84 PUR NS at p. 70. 
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sion, is inadequate and does not pro- 
vide for the high cost of current re- 
placements of telephone plant.** South- 
western is, therefore, compelled to 
seek new capital for replacement of 
older plant as well as for new addi- 
tions and improvements. 

We are acutely aware of this prob- 
lem in utility regulation, and we recog- 
nize that depreciation expense com- 
puted on original cost during this 
period of inflation may not maintain 
the capital committed to the utility 
service. The problem is currently un- 
der consideration by various regu- 
latory bodies, and proposals have been 
made to change the Uniform System of 
Accounts to allow for additional de- 
preciation expense. 

However, until some definite action 
has been taken to modify the Uniform 
System of Accounts, we do not feel 
that we can allow this expense for rate- 
making purposes. Moreover, depre- 
ciation expense in excess of amortiza- 
tion of original cost is not recognized 
by the federal government for income 
tax purposes at this time, although 
hearings have been held to consider 
proposals to modify the present law. 
Pending a revision of this law, an al- 
lowance for additional depreciation ex- 
pense would require an increase in 
revenues of more than twice the 
amount of the required expense to pro- 
vide for additional income taxes. We 
feel that it is unreasonable to expect 
the ratepayer to bear this excessive 
burden. 
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Revenue Deficiency 


Southwestern’s Arkansas intrastate 
revenues during the year 1952, exclud- 
ing rates collected under bond since 
September 21, 1952, were $16,898,- 
903. Evidence presented by witnesses 
for the commission staff indicates that 
based upon the telephones in service 
at the end of 1952, the revenues would 
have amounted to $17,139,584, ex- 
clusive of rates collected under bond 
and after giving effect to the revised 
traffic agreements with connecting 
companies. The evidence shows that 
the additional revenues resulting from 
the increased rates in effect under bond 
since September 21, 1952, amount to 
$2,404,499 annually based on tele- 
phones in service at December 31, 
1952. 

Telephone service in Arkansas is 
provided by a network of telephone 
facilities owned and operated by South- 
western and 91 other operating tele- 
phone companies (‘Independents’”’). 
The facilities of both the Independents 
and Southwestern are jointly used in 
providing toll service to or from the 
exchanges served by the Independents 
and both companies incur a portion of 
the expense and share in the revenues. 
The basis for the division of the reve- 
nues is covered by a contract (“Traffic 
Agreement”) between Southwestern 
and each Independent company. The 
evidence shows that as a result of the 
demands by the Independents, revised 
Traffic Agreements have been tendered 
to all Independents effective January 1, 





42 Federal Communications Commission 
Rules and Regulations Part 31, Uniform Sys- 
tem of Accounts, § 31.02-80(a): ‘Deprecia- 
tion charges shall be computed by applying the 
composite annual percentage rates considered 
applicable to the original cost . . of each 
class of depreciable telephone plant owned or 
used by the company.” 


2 PUR 3d 


43 Southwestern’s witnesses claimed that 
$811,363 of additional revenue was required to 
provide adequate depreciation accruals. How- 
ever, this amount was incorrectly computed 
and no adjustment was made to reflect debt 
financing of the utility plant. A corrected 
amount of $433,377 was computed by witnesses 
for the commission staff. 























1953, resulting in a decrease of 
$115,000 in Southwestern’s intrastate 
revenues. The contracts became ef- 
fective January 1, 1953, which is in- 
stantaneous with the 1952 year-end 
level, and therefore, we believe that an 
allowance should be made for the de- 
creased revenues resulting from the re- 
vised Traffic Agreements. As herein- 
after found, this loss in revenues 
should be recovered from toll sub- 
scribers. 

Consistent with an end of period 
rate base and expenses based on the 
level of operations at December 31, 
1952, we accept the computation of 
revenues based on the year-end level in 
determining the revenue deficiency and 
find such deficiency to be $2,550,000 
on an annual basis as shown in Ap- 
pendix IT. 


ORDER 


It is, therefore, ordered: 

(1) That the rate base of December 
31, 1952, in the amount of $42,248,- 
419, as discussed in this opinion, is 
hereby established. 

(2) That a rate of return of 6 per 
cent be allowed; 

(3) That Southwestern’s operating 
expenses and taxes for the test period 
ending December 31, 1952, are $17,- 
201,349 ; 

(4) That the operating revenue de- 
ficiency is $2,550,000 per year, based 
on telephones in service at December 
31, 1952; 

(5) That Southwestern is denied 
the requested rate increases aggregat- 
ing $3,850,000 per year, and is al- 
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lowed a rate increase of $2,550,000 per 
year ; 

(6) That the increased schedule of 
exchange rates for the state of Ar- 
kansas placed into effect September 
21, 1952, under bond be, and is here- 
by, approved from that date until new 
schedules are approved by the com- 
mission, and the surety bonds filed by 
Southwestern on September 9, 1952, 
and March 2, 1953, be, and are hereby, 
canceled, discharged, and returned to 
the company and its surety without 
liability attaching thereon ; 

(7) That Southwestern shall sub- 
mit on or before the effective date of 
this order, for the approval of this 
commission, (a) revised schedules of 
toll rates that will compensate South- 
western for the decrease in revenues oc- 
casioned by the revised traffic agree- 
ments with the Independents; (b) a 
new rate schedule for coin boxes in- 
creasing such rate from 5 cents to 10 
cents per local call; and (c) a revised 
schedule of exchange rates which will 
produce annual revenues equal to the 
difference between the rate increase of 
$2,550,000 allowed herein and the an- 
nual additional revenues produced by 
the revised schedules in (a) and (b) 
above. All schedules are to be based 
on stations in service at December 31, 
1952; 

(8) That this order is dated Oc- 
tober 5, 1953, and shall be effective 
October 20, 1953; and 

(9) This commission retain juris- 
diction of this proceeding for such 
further action as may be deemed neces- 
sary. 
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APPENDIX [ Cpaetie expenses : — 
Co SE eee eee 193, 
Southwestern Bell Telephone Company Deaseciiiion en eens 470,082 
Arkansas Intrastate Operations a ee oe ee 4,216,554 
Net Investment Rate Base at a oneal Ee 1,495,130 
December 31, 1952 a BCCOMNUINE <5 .65055... ep 
t eee q 
Telephone plant in service ...... $50,357,486 Saati aeevinee and licenses .. 189,450 
— plant under construc- 2 $39510 — and — Pee ac iy ago 
Tiere rete TT ee Tee ’ , er r e. Cea ‘5 
Plant held for future use ........ 42,610 Camapiaelian, ened Wee ot.) 26,400 
$52,732,608 Total ti .... $13,634,003 
Less—Reserve for depreciation .. 11,048,598 wg eaeaiaaiaaa saaaiaia 
rei Operating taxes: seeeae 
$41,684,010 oleae ee 029,324 
Material d ne 564,409 AES TCCC ee ee 235,902 
a —..  Pelealimeme ............... 2,302,120 
2,248,419 ; SSS 
” Total operating taxes ........ $3,567,346 
Aseuunce 21 Provision for uncollectibles ...... 66,541 
Southwestern Bell Telephone Company Total cost of service—revenue 
Arkansas Intrastate Operations L bes ree g imate (in- $19,802,795 
Cost of Service and Deficiency in cluding $119,867 interest 
eats ne seg ivory a — charged to construction) 17,259,451 
ased on Net Investment Rate Bas oe 
Return (6% on net investment rate Deficiency in operating reve- $2,543,344 


base of $42,248,419) ........ $2,534,905 BUR creek tae hwsa sauces 
— Rounded to $2,550,000 





FLORIDA RAILROAD AND PUBLIC UTILITIES COMMISSION 


Re Florida Public Utilities Company 


Dockets Nos. 3657-GU, 3937-GU 
Order No. 1962 
December 28, 1953 


PPLICATION by gas company for authority to reduce com- 
A mercial rates in certain municipalities; granted with pro- 
vision that any interested party file objections or exceptions 

within a period of thirty days from date of order. 


Rates, § 381 — Gas — Competitive fuels. 
1. Authority to reduce commercial gas rates in three communities was 
granted so that the company would be able to compete with nonregulated 
fuel, p. 26. 

Return, § 93 — Gas company. 
2. Reductions in commercial gas rates, authorized so that the company 


could compete with nonregulated fuels, that would reduce the company’s 
return on gas properties from 6.97 per cent to 6.47 per cent, were considered 
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just and compensatory in view of the fact that the loss of commercial cus- 
tomers could result in an even lower rate of return, p. 26. 


By the Commission: By this pro- 
ceeding, in Docket No. 3937-GU, 
Florida Public Utilities Company, a 
Florida corporation and a public util- 
ity within the meaning of Chapter 366, 
Florida Statutes, seeks approval of a 
reduction in its gas rates for gas sold 
for commercial uses in West Palm 
Beach, Lake Worth, and Palm Beach, 
Florida. In Docket No. 3657-GU, 
applicant on October 6, 1952, filed a 
petition for reduction of its commer- 
cial gas rates. On November 6, 1952, 
the commission by letter granted tem- 
porary approval of the reduction re- 
quested pending the holding of a pub- 
lic hearing. The public hearing was 
held on December 4, 1952, at West 
Palm Beach, Florida, pursuant to due 
notice and the following appearances 
were made: 

George W. Coleman, West Palm 
Beach, appeared for the applicant; 
there were no protestants. 

No further proceedings were had in 
Docket No. 3657-GU and the tem- 
porary authority granted on Novem- 
ber 6, 1952, has continued in full 
force and effect. 

On November 18, 1953, Florida 
Public Utilities Company filed its 
sworn application for further revised 
(lower) rates for gas for commercial 
uses in West Palm Beach, Lake 
Worth, and Palm Beach, as aforesaid. 
This application was assigned Docket 
No. 3937-GU. The commercial 
rates now sought for the three munici- 
palities are set forth in Appendices 
“A” and “B” hereto attached and 


made a part of this order by refer- 
[ Appendices 


ence “A” ena “EF 





a 


omitted herein]. The rates sought 
for the first 15,000 cubic feet of gas 
sold are identical with the rates which 
were proposed under Docket No. 
3657-—GU. Under said docket, how- 
ever, the minimum monthly bill was 
$21.17 for West Palm Beach and 
Lake Worth and $22.60 for Palm 
Beach (based upon a required mini- 
mum purchase of 15,000 cubic feet of 
gas per month). Under the present 
application, the minimum monthly bill 
is $1.63 per month. After the pur- 
chase of 15,000 cubic feet of gas, the 
$1.09 proposed for the following 85,- 
000 cubic feet in Docket No. 3657- 
GU has been reduced to one dollar for 
the first 35,000 cubic feet and 90 cents 
for the next 50,000 cubic feet and the 
rates in excess of 100,000 cubic feet 
have been reduced from 68 cents to 
65 cents for the following 150,000 
cubic feet and 60 cents in excess of 
250,000 cubic feet. 

Florida Public Utilities Company, 
in its application, points out that the 
commercial minimum charge here 
proposed is the same as the minimum 
charge under its general gas rate 
schedule applicable to said three com- 
munities; that due to the minimum 
charge under its present “commercial 
rate code P” applicable to said three 
communities purchasers of gas for 
commercial uses in volumes of not 
exceeding 15,000 cubic feet per month 
have found it advantageous to pur- 
chase gas for commercial uses under 
applicant’s “general gas rate schedule” 
and the step or block rates under Ap- 
pendices “A” and “B” are in both 
cases the same as the step or block 
2 PUR 3d 
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rates under applicant’s aforesaid gen- 
eral gas service rates applicable to said 
three communities in respect to pur- 
chases of gas each month in volumes 
‘ not exceeding 15,000 cubic feet. 

[1] This reduction of commercial 
gas rates is requested in order that 
applicant may compete with other fuels 
which are not subject to regulation. 
In its application, applicant states that 
competing fuels are obtainable by com- 
mercial users at rates lower than appli- 
cant’s present rates and that applicant 
is thereby losing and will continue to 
lose commercial customers and reve- 
nues in the three communities involved 
unless it is permitted to put into effect 
the commercial rates proposed. 

[2] In addition to the public hear- 
ing held in Docket No. 3657-GU, the 
commission has conducted an investi- 
gation of this matter and has made 
an analysis of the financial exhibits 
which were filed with the utility’s ap- 
plication. Exhibit No. 15 accompany- 
ing the application shows that the util- 
ity’s rate of return from its gas prop- 
erties if its present application for rate 
reduction is allowed will be reduced 
from 6.97 per cent under its present 
rates to 6.47 per cent, or $ of one per 
cent. A loss of commercial customers 
could result in an even lower rate of 
return. 

In consideration of the premises, 
the commission finds that the applica- 
tion of Florida Public Utilities Com- 


pany should be granted. The sched- 
ules of rates and charges set forth in 
Appendices “A” and “B” attached 
hereto [omitted herein] provide com- 
mercial rates and charges which are 
just, reasonable, and compensatory. 
The commission further finds, how- 
ever, that interested parties should be 
allowed a period of thirty days from 
the date of this order within which 
they may file objections or complaints 
to the approval of said revised com- 
mercial rates and that should any ob- 
jections or complaints be filed within 
such period, this cause should be re- 
opened for further hearing. It is, 
therefore, 

Ordered, adjudged, and decreed by 
the Florida Railroad and Public Utili- 
ties Commission that Appendices “A” 
and “B” hereto attached [omitted 
herein] be and they are hereby ap- 
proved as the lawful rates and charges 
authorized for commercial users of gas 
in West Palm Beach, Lake Worth, 
and Palm Beach, Florida, for meters 
read on and after January 1, 1954. 
It is further 

Ordered that any interested party 
may file objections or exceptions to 
the reduction of commercial rates here- 
in allowed within a period of thirty 
days from the date of this order. In 
the event any objection or exception 
is filed within said period of time, this 
cause will be set for further public 
hearing. 
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NORTH ADAMS v. BERKSHIRE STREET R. CO. 


MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


City Council of City of North Adams 


Berkshire Street Railway Company 


D.P.U. 10752 
January 27, 1954 


ope by city for order requiring carrier to restore certain 
bus service and to reopen waiting room; dismissed. 


Service, § 231 — Operation at a loss. 


1, The department cannot compel a transit company to operate at a loss, 


p. 28 


Service, § 233 — Curtailment of transit service — Inadequate revenue. 


2. A transit company operating on an over-all marginal revenue basis is 
justified in abandoning certain services which public convenience and neces- 


sity no longer require, p. 28. 


Service, § 269 — Transit company — Closing of waiting rooms. 
3. A transit company operating on an over-all marginal revenue basis is 
justified in closing a waiting room, not essential to public welfare, to cut 


expenses, p. 29 


APPEARANCES: Edmund J. Moore, 
for Berkshire Street Railway Com- 
pany; Samuel E. Levine, City Solici- 
tor, for city of North Adams; Edward 
N. Gadsby, Counsel, for Department. 


By the DEPARTMENT: Effective 
November 29, 1953, Berkshire Street 
Railway Company announced certain 
schedule changes affecting its opera- 
tions in Pittsfield and North Adams. 
At about the same time, it closed the 
waiting room which it had been main- 
taining on State street in North Ad- 
ams. The city council and city mana- 


ger of North Adams have protested 
these changes in service in so far as 





they affect that city, in connection 
with which protest a public hearing 
was held in North Adams on Decem- 
ber 17, 1953. 

Respondent operates an interurban 
bus system throughout Berkshire 
county, and intraurban service in the 
larger centers of population. Its 
scheduled operations cover 161.44 
route miles which were served in 1952 
by vehicles running 2,350,516 bus 
miles carrying some 9,114,348 pas- 
sengers. Its operating results for the 
year 1952 and comparative results 
for the nine months ending September 
30, 1952, and September 30, 1953, are 
as follows: 
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Operating Revenues 

Expenses 
Operation and maintenance 
Depreciation 


SS OS f 


Operating rents 


Total expenses 


Gross income , 
Interest and other deductions 


Net income before income tax ................. 


The foregoing figures indicate an 
operating ratio for the year 1952 of 
97.28 per cent, for the nine months 
ending September 30, 1952, of 96.94 
per cent, and for the same period end- 
ing September 30, 1953, of 97.45 per 
cent. We have held that operating 
ratios of comparable size indicated the 
need for additional revenues in con- 
nection with investigations of the af- 
fairs of this respondent. Re Berkshire 
Street R. Co. (1951) D.P.U. 9119, 
88 PUR NS 21; id. D.P.U. 10306, 
May 6, 1953. In D.P.U. 10306, in 
fact, which case involved an increase 
in fares within the city of North Ad- 
ams, we pointed out that there seemed 
to be “room for schedule rearrange- 
ments in  respondent’s operations 
which should realize some further 
operating economies.” Respondent 
has apparently taken us at our word, 
and the instant complaint is one of the 
results. 

In the orders in the two cases to 
which we have referred, i.e., D.P.U. 
9119 and D.P.U. 10306, supra, re- 
spondent was permitted to put in- 
creased fares into effect throughout its 
territory. The increases within the 
city of Pittsfield were effective Febru- 
ary 18, 1951, and further increases 
over the entire system, including the 
North Adams area, were made effec- 
tive May 17, 1953. We noted in our 
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9 mos. ending 











Year 1952 9/30/52 9/30/53 

... $829,168 $598,010 $584,817 
... 706,495 524,777 512,366 
See 38,932 29,302 29,808 
62,939 48,452 49,445 
we (1,779) (1,303) (1,303) 
806,587 601,228 590,317 

eee 23,236 19,443 15,940 
5 24,034 18,220 17,567 
(798) 1,223 (1,627) 


findings in these cases that there was 
a definite and continuing tendency to- 
ward decreased traffic on this carrier, 
not traceable to the fare increases. 
That this tendency is still continuing 
appears clearly from the figures now. 
before us. 

[1,2] There are only two ways that 
a privately owned carrier can meet the 
situation presented by constantly de- 
creasing gross revenues. It can either 
increase its fares, and hope that the 
loss of traffic induced thereby will be 
more than overcome by the increased 
revenue per passenger, or it can cut its 
expenses. It cannot continue to run 
at a loss, and we cannot compel it to 
do so. Since 75 per cent or more of a 
bus company’s expenses are direct 
labor charges, and since there is little 
or no room for economies in other di- 
rections, it must normally seek to de- 
crease its costs, if that is the program 
adopted, by cutting its labor costs. A 
bus company is a facility for mass 
transportation. If the number of per- 
sons who wish to patronize it is not 
sufficient to support some particular 
operations, particularly when its over- 
all operations are on a marginal basis, 
we can do nothing except hold that 
public convenience and necessity no 
longer requires these services, and 
that the company is justified in aban- 
doning them. As we said in Re Rapid 

















Transit, D.P.U. 10609: “We believe 
it to be our duty to the general public 
to preserve as best we can the rem- 
nants of public transportation . . . 
In doing so, we must necessarily con- 
sent to the abandonment of unprofit- 
able service, ever so regrettable as may 
be the impact of this action upon rela- 
tively few persons.” 


It appears that the Sunday service, 
the discontinuance of which is here 
complained of, was, at the very best, a 
marginal service. On the Hospital- 
Houghton street run on Sundays, re- 
spondent was losing $654 a year out- 
of-pocket, and on the Briggsville- 
Blackinton run, it was losing $1,538 
a year. Passenger counts showed an 
average of less than three passengers 
per Sunday trip on the Hospital- 
Houghton street loop, and five passen- 
gers on the Blackinton trips and three 
on the Briggsville trips. It may be that 
the patronage on these lines at church 
time is adequate, although respondent’s 
passenger counts do not by any means 
indicate patronage in such numbers as 
were observed by the members of the 
public who made statements at the 
hearing. However, a bus company 
cannot be expected to pay operators to 
run all day Sunday for the sake of one 
or two remunerative trips. The 
Houghton-Hospital loop shows an 
over-all annual loss of $993 a year, be- 
fore the instant curtailments, and the 
Blackinton-Briggsville route shows a 
comparable loss of $4,049. As the re- 
sult of these schedule changes, respond- 
ent has been able to decrease its oper- 
ating force in the North Adams divi- 
sion from twenty-four men to twenty- 
two. This program is part of a gen- 


eral retrenchment program placed in 
effect by respondent in both the Pitts- 
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field and North Adams _ divisions, 
though these are the only routes on 
which Sunday service was completely 
suspended. 

Weare forced to conclude, after con- 
sideration of the testimony in these 
proceedings, that public convenience 
and necessity no longer require the 
service curtailed by respondent on No- 
vember 29, 1953. 

The waiting room on State street in 
North Adams was voluntarily estab- 
lished by respondent in 1943 under 
pressure of an application of the city 
government to the department. Re- 
spondent had been paying $90 a month 
rent for these quarters and was receiv- 
ing $10 a month on a sublease to a 
concessionaire who policed them. The 
current concessionaire had moved out, 
and respondent had not found a re- 
placement, though we doubt that any 
very serious effort was made in this 
direction. Policing of this nature is 
required, as experience everywhere in- 
dicates. This was respondent’s only 
waiting station. While it maintains 
a division office in North Adams, 
there is only one employee present in 
such office. His duties require him to 
be out of the office at times during the 
day, and he is not present at all dur- 
ing the evening. 

[38] We cannot find that the main- 
tenance of a waiting room in North 
Adams is so essential to the public 
welfare as to justify us in ordering it 
to be re-established. The resultant 
saving in expenses is sufficient reason 
for respondent’s action. We believe it 
to be far preferable that the public be 
deprived of the convenience of a wait- 
ing room than of necessary transporta- 
tion. Respondent’s earnings position 
is not such as would justify mainte- 
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nance of more than the most necessary 
of service facilities. There are rela- 
tively few waiting rooms of this nature 
still maintained by bus companies in 
the commonwealth, and those few are 
almost without exception in large met- 
ropolitan centers. 
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For the foregoing reasons, after 
public hearing, investigation, and con- 
sideration, it is hereby 

Ordered: That the petition of the 
city of North Adams in D.P.U. 10752 
be and the same hereby is dismissed. 





rates; granted. 


Return, § 111 — Telephone company. 


APPEARANCES: E. T. Bost, Jr., 
Attorney at Law, Concord, for the 
applicant. No protestants. 


WINBORNE, Chairman: The above- 
captioned matter came before the com- 
mission for hearing on December 1, 
1953, upon an application filed by the 
Albemarle Telephone Company, Inc., 
on September 9, 1953. Notice of said 
hearing was duly published in the 
Stanly News and Press, Albemarle, 
North Carolina, but no protests were 
filed and no protestants appeared at the 
hearing. 

In support of its application, L. D. 
Coltrane, Jr., secretary-treasurer and 
general manager of the company, testi- 
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NORTH CAROLINA UTILITIES COMMISSION 


Re Albemarle Telephone Company 


Docket No. P-1, Sub 3 
December 31, 1953 


A PPLICATION by telephone company for authority to increase 


Return, § 24 — Reasonableness — Attraction of capital. 
1. A telephone company should be granted a rate increase where additional 
capital is needed to improve and expand plant in service and the present 
return is insufficient to attract the necessary capital, p. 32. 


2. A return of 6.5 per cent on net investment was deemed fair and reason- 
able for a telephone company, p. 32. 


fied that the Albemarle Telephone 
Company had three exchanges; one in 
Albemarle, one at Badin, and another 
at Oakboro, and that said three ex- 
changes served practically all of Stan- 
ly county, including the communities 
of New London, Richfield, and Misen- 
heimer. He further testified that the 
Concord Telephone Company owned 
94 per cent of the stock of the Albe- 
marle Telephone Company and that 
the balance was owned by individuals. 
The present central office building and 
equipment, according to the witness 
Coltrane, is entirely inadequate to 
supply public needs and its facilities 
have been taxed to the limit, and the 













































only thing that can now be done to im- 
prove the service and to supply the 
need of the communities it serves is to 
construct an entirely new building at 
another location in Albemarle and in- 
stall new dial central office equipment, 
and also to construct a dial exchange 
between Richfield and New London 
near Misenheimer, the home of Phifer 
College. The witness Coltrane further 
stated that since 1949 the number of 
telephones in service had doubled and 
that in order to provide the service it 
had been necessary to place more tele- 
phones on the same line, thereby de- 
grading the service and rendering it 
less satisfactory to the public, but that 
this had been done because of lack of 
proper facilities to provide proper 
service, and that this condition would 
not continue if funds were available to 
improve and enlarge the facilities 
necessary to give satisfactory service. 
The witness further stated that this 
commission had heretofore authorized 
the company to sell $400,000 in pre- 
ferred stock and to issue debentures in 
the amount of $500,000, but that the 
rate of return was so small only 9 
shares of stock had been sold. He 
further testified that the parent com- 
pany, which owned 94 per cent of the 
stock, was not in a financial position 
to purchase any more stock of the 
Albemarle Company as it had bor- 
rowed a considerable amount of money 
itself, and that since the Albemarle 
Company had so completely failed in 
its efforts to obtain more money 
through sale of stock and bonds, that 
it had tried to dispose of its properties 
and had offered to sell same for the 
book value of the stock which is a little 
less than $170,000, and that the com- 
pany could now be purchased for said 
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amount; that in their efforts to dis- 
pose of preferred stock and to borrow 
money they had contacted the same 
sources from which Concord had pre- 
viously procured financial aid, but 
were flatly turned down with the 
statement: ‘‘We are not interested in 
any way, either in preferred stock or 
debentures.” In the opinion of the 
witness Coltrane, the only possible 
way the Albemarle Telephone Com- 
pany can provide proper facilities to 
serve the public is by an increase in 
rates sufficient to produce a fair rate of 
return whereby capital may be at- 
tracted. 

Both as evidence of the strict econo- 
mies which the company had practiced 
and the overcrowding of the facilities 
by placing additional telephones on 
lines instead of building new lines, the 
witness stated that the average invest- 
ment per station of the Albemarle 
Company was only $112. 


The applicant next offered in evi- 
dence, through its witness Phil W. 
Widenhouse, a financial statement 
which the said witness had prepared 
which shows that after all pro-forma 
adjustments have been made and the 
rates requested, if allowed, will pro- 
duce a return of 6.92 per cent. This 
financial statement of the witness 
Widenhouse will be commented upon 
further in connection with the audit 
made by the commission staff. 

Mr. V. L. Choate, chief auditor for 
this commission, testified that he had 
made a complete audit of the applicant 
company and had found that according 
to the company books it had made for 
the twelve-months’ period ending on 
September 30, 1953, a rate of 4.55 per 
cent, but that after accounting adjust- 
ments, which he fully explained, this 
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rate of return was reduced to 4.42 per 
cent, and that after pro-forma adjust- 
ments the rate of return was still fur- 
ther reduced to 3.02 per cent. The 
witness Choate then made his calcula- 
tions upon the rates requested by the 
applicant which aggregated, according 
to the applicant’s contention, addition- 
al revenue which amounted to $34,152 
per year, and adding this additional 
revenue to that which the applicant 
was now receiving, the rate of return 
would be 7.93 per cent as compared 
with the rate of return on the addi- 
tional revenue which the witness 
Widenhouse testified would provide a 
return of 6.92 per cent. The witness 
Choate compared his audit with that 
of the witness Widenhouse and found 
that the exhibit of Mr. Widenhouse 
was in error in calculations in the 
amount of $1,000 against the appli- 
cant and that, according to the exhibit 
of Widenhouse, the rate of return 
would be less than 6.92 per cent. A 
further comparison of the two exhib- 
its revealed that in the audit made by 
the commission staff it was not known 
that the company had employed in Au- 
gust, 1953, a combination man and 
that an additional operator had been 
added to the Albemarle exchange in 
October, 1953, and hence these added 
salaries were not taken into consid- 
eration in the pro-forma adjustments 
made in the audit offered by the wit- 
ness Choate. The witness Choate fur- 
ther testified that after a correction 
had been made in the figures offered 
by the witness Widenhouse and a 
proper inclusion had been made for 
the addititonal salaries and an allow- 
ance in unemployment tax, which 
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would be increased in 1954 from .9 
per cent to 1.8 per cent amounting to 
$966.90 on an annual basis, that the 
rate of return, if all of the increases 
asked for were granted, would enable 
the company to make a return of ap- 
proximately 64 per cent on its net in- 
vestment in its telephone plant unless 
other expenses, now unascertainable, 
should be incurred. 


Findings of Fact 


[1,2] From the foregoing testi- 
mony the commission finds as a fact: 
(1) That the applicant company is 
badly in need of additional capital in 
order to improve and expand its tele- 
phone plant; (2) that the present rate 
of return of 3.02 per cent is consider- 
ably less than fair and reasonable and 
is not sufficient to enable the company 
to procure the money to provide ade- 
quate service; that a rate of return of 
approximately 63 per cent is fair and 
reasonable for a utility in the condition 
of the Albemarle Telephone Company, 
and (3) that the rates and charges set 
out in the Appendix attached hereto 
[omitted herein] and made a part of 
this order will increase the present in- 
come of the company on an annual 
basis to approximately 6} per cent re- 
turn on net investment. 

Wherefore it is ordered that the 
rates and charges set out in the Appen- 
dix attached hereto [omitted herein] 
shall become effective on the next bill- 
ing dates following December 31, 
1953. 

It is further ordered that a copy of 
this order be delivered to the applicant 
company and to its attorney, E. T. 
Bost, Jr., Concord, North Carolina. 
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Greater Flexibility and Low Cost 
Protection with 


“6L”’ 
INTERRUPTER 
SWITCHES s 


Not just an interrupter—not just a 
disconnect—but a combination that 
breaks loads safely—and when § 
equipped with power fuses you 
get full system protection. 


















“SL” Interrupter 
Switch with selector and ground- 
When specifications call for ing switch (fully interlocked). 
opening of circuits under 
moderate load you will find 
Delta-Star type “SL” 
Interrupter Switches will meet 
the requirements perfectly. 
Used with power fuses, they 
provide an economical means 
of fault protection. 


Units are available in voltage ratings 
of 5, 7.5 and 15-KV with interrupting 
capacities of 400, 200 and 100 amperes respectively. 
Continuous capacity of switches may be as desired since 
the main switch is independent of the interrupter. 
Furnished with or without metal housings in single, two or 
three pole units for mounting on transformers, . 
walls or structures. 

Load interruption is accomplished by momentarily 
shunting the full load current through a by-pass circuit. 
Here the arc is extinguished by rapidly elongating 

it within a confining chute. Danger of external arcing 

or contact burning is eliminated. 

There is an “SL” Interrupter Switch for every application. 


Ask for Publication 4612. 


<= “SL” interrupter Switch 
mounted directly on transformer. 


Interrupter in combination with 
power fuses for fault protection. 





H. K. PORTER COMPANY, INC. 
OF PITTSBURGH 
2437 FULTON STREET, CHICAGO 12, ILLINOIS % 
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The only type of door with all these 


COST-CUTTING FEATURES 


All overhead space remains clear for hoist, crane, conveyor* 
equipment or other superstructure with Kinnear Rolling Doors. 
No floor space is lost on either side of a Kinnear Rolling Door 
. .. Since they open straight upward. Light from overhead fix- 
tures is never obstructed . . . Kinnear Rolling Doors coil com- 
pactly, directly over door lintel. Edges of steel curtain are 
locked securely in tracks from floor to lintel, insuring a secure 
closure and providing extra protection against fire, the elements 
or intrusion. Kinnear’s smooth upward action is ideally suited 
to time-saving motor operation. Kinnear Motor Operators do . Kinnear Steel Rolling 
the job. Low maintenance cost . . . Kinnear’s interlocking steel sg and ROL-TOP Doors are 
slat curtain lasts longer, but permits individual slats to be re- J » heavily galvanized as 
per A.S.T.M. standards 


placed if accidentally damaged. |, gi —” 10 provide a long-last- 
ing weather-resistant 
— a surface. Special Kin- 
KINNEAR Steel Rol-TOP DOORS be near paint bond pro- 
vides for easy painting 
and complete paint 
adhesion. 





Kinnear Steel ROL-TOP doors of strongj 
all-metal sections combine the advantag 
of space-saving upward action with ea 
adaptability for use with glass. Any nu 
ber of sections may be designed to provid 
for glass lights of any size. Kinnear RO 
TOP Doors open smoothly and easily 
ball bearing rollers, and are built in a fu 
range of sizes for manual, chain or motq 
operation. 


The KINNEAR M ing Co. 
/ 2060-80 Fields apa ” INNEAR 


FACTORIES: ; 
1742 Yosemite Ave., San Francisco 24, California 
; a 
Offices and Agents in All Principal Cities Saving Ways 
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Industrial Progress 


fquitable Announces 1954 
Expansion Plans 


UITABLE Gas Company has an 
900,000 expansion program sched- 
during 1954, according to A. W. 
pver, president. Included in the 
sam is the final development and 
pletion of the company’s Logans- 

storage pool. This pool is esti- 
td to have a storage capacity of 3 
on cubic feet. When fully devel- 
4 it will substantially increase 
itable’s underground storage ca- 
ty for meeting Pittsburgh’s and 
wheny County’s high winter gas 
mand. The 1954 program makes a 
of $58,440,000 Equitable will 
espent since the end of World 
tII to keep pace with Pittsburgh’s 
press, Mr. Conover stated. To ac- 
nlish this task, in 1954, the com- 
y has allocated approximately $2,- 
000 to maintain its gas produc- 
at current levels, $2,100,000 for 
lacements of lines and other facili- 
to maintain the property’s oper- 
v efficiency, $1,400,000 for further 

‘lopment of underground storage 
m™ $1,800,000 for extensions and 
rovements of its distribution sys- 


Issues Bulletin on Automatic 
pi Fire Protection Systems 


IE Automatic Sprinkler Depart- 


ts out that 43 per cent of firms 
bse records are lost in fires never 
en and an additional 28 per cent 
{business within three years. 

Vutlining the advantages of Blaw- 
ox Automatic Fire Protection Sys- 
s, the bulletin stresses the fact that 
0 to 90 per cent reduction in fire 
tance costs due to the installation 
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of Blaw-Knox System will pay the 
cost of the complete installation in 
five to ten years. Various types of sys- 
tems available such as water, fog, 
foam, and carbon dioxide are dis- 
cussed and illustrations are shown of 
the new Blaw-Knox spray sprinkler 
and other devices installed by the com- 
pany. 

Copies of bulletin, No. 2426, may be 
obtained by writing Blaw-Knox Com- 
pany, Automatic Sprinkler Depart- 
ment, 829 Beaver avenue, Pittsburgh 
30; Pas 


New Booklet on How to Reduce 
System Investment Offered 
By G-E 


A NEW 24-page, three-color, illus- 
trated booklet entitled “How To Re- 
duce System Investment By Distribu- 
tion System Planning and Substation 
Selection” has been announced as 
available from the General Electric 
Company, Schenectady 5, New York. 

The booklet (GEA-5847) contains 
an analysis of distribution invest- 
ments, a list of factors involved in de- 
termining optimum substation size, 
and a discussion of the types of cir- 
cuits supplying distribution substa- 
tions. Also cited in the bulletin are 
seven trends in low-cost system ex- 
pansion. 


Wheeling Electric Plans $335,000 
Improvement Program 


THE Wheeling Electric Company is 
planning improvements to its facili- 
ties in 1954 totaling over $335,000, 
according to an announcement by R. 
R. Jewell, vice president and general 
manager of the company. 

The increased facilities will be 
needed largely because of an estimated 
30 per cent increase in the company’s 
electric load over the next four or five 
years. Included in the enlargement 


program will be extensive additions to 
the George Washington Station, near 
Moundsville. 


Power Transformer Reference 
Booklet Offered by 
Westinghouse 


STANDARDIZATION of core form 
power transformers is discussed in a 
new 40-page booklet available from 
the Westinghouse Electric Corpora- 
tion. 

Technical in nature, this booklet re- 
lates developments in construction, 
materials, and operation of Type SL 
power transformers to the benefits 
the user derives from standardization 
of the various components. 

Besides covering the construction 
and operation characteristics, this 
booklet also describes the various 
standardized processes used during 
manufacture of a Type SL power 
transformer. Methods of quality con- 
trol, shipping, determining and limit- 
ing sound levels, and preserving oil 
are discussed. 

For a copy of this reference-type 
booklet (B-5914) on Type SL power 
transformers, write Westinghouse 
Electric Corporation, Box 2099, Pitts- 
burgh 30, Pa. 


(Continued on page 28) 








PUBLIC UTILITY ENGINEER 


Large, long established natural gas company in 
the West has an opening for an experienced senior 
staff engineer; one who under the management 
can plan and supervise the preparation of regu- 
latory and rate matters, personally testify before 
commissions and assist the management in prob- 
lems of utility operations. It is essential that the 
applicant understand gas distribution and trans- 
mission operations, have a comprehensive knowl- 
edge of public utility requirements and experience 
in processing matters before commissions or pub- 
lic bodies. Position is permanent and salary is 
open. All replies will be confidential with the 
executive head of the company. Address Box 318, 
PUBLIC UTILITIES FORTNIGHTLY, 309 Munsey 
Building, Washington 4, D. C. 
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Study Of Meteorological 
Conditions Above New 
Plant Site Urged 


Looking for a new plant site? To buy or build? Then 
take the word of industrialists and scientists, who are 
using the newest techniques in the study of air con- 
taminants: 

Study the meteorological conditions at various alti- 
tudes as well as ground level. 

Knowledge of temperature, humidity, time, windspeed 
and direction can save you money. 

Bendix-Friez, foremost maker of meteorological 
instruments in the world, offers all its facilities and 
experience with industries, to help you find a practical 
approach to minimize your air pollution problems. . . 
now or before they start without costly moderation of 
present equipment. Write for further information. 











HYGRO-THERMOGRAPH The 
leader in its field. Noted for 
precise accuracy and long-time 
dependability. Records relative 
humidity and temperature on 
one graph. 


AEROVANE indicates and records 
windspeed and direction. Recog- 
nized as “‘best all-purpose wind 
measuring instrument yet de- 
vised.” Readily installed and 
easily maintained. 











Bendix Internatio Division 
205 E.42nd St., New York 17, 














INDUSTRIAL PROGRESS 
(Continued) 


Radio Communications Network Expands | 

In Gas Industry | 

ONE of the most spectacular developments in rec 
years in the natural gas pipeline industry has been f 
tremendous growth of microwave systems, according 
Joseph E. Keller, special representative of the Ceng 
Committee on Radio Facilities, American Petroleg 
Institute. Speaking at the Gas Supply, Transmissig 
and Storage Conference sponsored by the Ameri@ 
Gas Association in New Orleans, recently, Mr. Ke 
traced the history of communications developments} 
the pipeline industry. He pointed out that although § 
industry itself is more than 80 years old, suitable mig 
wave facilities have been available to oil and gas p 
line companies only since 1948. Yet today microw 
systems are extensively operated by 22 different c@- 
panies. These systems now total 14,548 system n 
and represent an investment of over $17,000,000, 

These 22 companies represent only a little more t 
one-third of the existing pipelines. Mr. Keller predi 
that many of the other companies will experien 
continuing demand that they utilize their facilities 
more effectively than they do today. 

This will inevitably mean that communications nf 
will be greater and more stringent, Mr. Keller sta 
which will result in the installation of microwave f 
ties by many of these companies with inestimable 
tributions to national defense and to every segme 
the national economy which these installations n 
possible, unless this growth is hampered. 

































Texas Gas Transmission Plans 
$1,596,140 Expansion 


TEXAS Gas Transmission Corporation of Owens! 
Ky., has applied to the F PC for authority to cons 
new pipeline facilities in Louisiana to enable i 
receive additional natural gas from two wholly-ov 
subsidiaries. 

The proposed facilities, estimated to cost $1,596, 
include an additional 2,000 horsepower compressor 
24 miles of 16-inch pipe, and a gas purchase n 
station. 














IBM Brochure Shows How 
To Cut Billing Operation 
HOW the public utility billing operation for 1,000 
gas customers can be reduced from the nearly four 
cycle required under conventional punched card p 
dures to only a little more than two days through 
use of IBM’s new Type 650 machine is described im 
company’s brochure, “Public Utility Customer Accofl 
ing,” now available on request. This saving in ti 
made possible because this new intermediate-sized 
tronic data processing machine combines 20,000 
tions of magnetic drum storage and table look-up op 
tion with new high-speed reading capacity in its pun@ 
card equipment. As described in the procedure out 
in the brochure, the Type 650 has a daily input of 26 
meter reading and other cards and an output of 2 
billing cards plus more than 4,000 miscellaneous ¢4 
This brochure may be obtained from the Depart 
of Information, International Business Machines 
poration, 590 Madison avenue, New York 22, N 


Plans $22,600,000 Program 


PUBLIC Service Company of Oklahoma has a 4 
600,000 construction program scheduled for 195 
is the largest program in the history of the COMPBinonce An 
HTLY—MARCH | 
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Pioneer Service & Engineering Co. 
231 South LaSalle Street 


Chicago, Illinois 








IN NORFOLK, VA. this Model 
92 CLEVELAND “Baby Digger” 
shows how its useful compactness 
enables it to place a trench safely 
within 20” of a house wall. 
Balanced perfectly on its smooth 
full crawlers, the 92 maneuvers 
easily in even the closest quarters, 
with less damage to lawns, walks 
and driveways. Because it digs 
any size of trench from 10 to 20 
inches wide and up to 5 feet deep, 


it is usableona wide variety of jobs. 


The 92 hustles safely from job to 
job... at legal limit speeds... 
because it’s so easily portable on 
the drop-axle, tilt-bed CLEVELAND 
T5 Trailer. 


Write for descriptive literature and specifications or get 
the full story on CLEVELANDS from your local distributor. 
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i” SS\ THE CLEVELAND TRENCHER CO. 


ne : ” 
Pioneer of the Modern Trencher 
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World's Fastest Relay, 
Built by G-E 


THE world’s fastest transmission Ij 
protective relay equipment was 
cently installed on a 132-kv line of ff 
Appalachian Electric Power Cq 
pany in Virginia, according to 
General Electric Company, manu 
turers of the equipment. 

G-E engineers said that with 
new equipment the maximum 
sponse time to any fault condition 
curring on the protected line is 
cycle of system frequency (0.0 
seconds on a 60-cycle system). q 
cuit breaker tripping at both endsi# 
the line is initiated within this t 
after the fault has occurred. 

Greater economies in the transngi’ 
sion of power can be effected with 
new equipment, the engineers sa 
They explained that the high sp 
operation of the new equipment 
duces fault clearing time, increase 
syste:n’s stability, and allows lar 
amounts of power to be transmit 
over lines than was previously po: 
ble. 


Lincoln Tel. & Tel. Plans } 
$3,000,000 Program | * 


LINCOLN Telephone & Telegr. 
Company, Lincoln, Nebraska, ha 
experienced a seven-year period 
record growth in facilities, looks t 
1954 construction budget of ne: 
$3,000,000, according to Thomas 
Woods, President. 

Mr. Woods said in the seven ye 
since 1946 the company has dout 
its investment in service facilities. 
said the cost of this added plant eq 
the cost of all plants installed du 
the previous 42 years of the compa 
existence. 


A-C Bulletin 


A PORTABLE “Pneu-Draulic” s 
emergency closing device for use 
standard air magnetic circuit break 
in metal-clad switchgear is descri 
in a new bulletin released by A 
Chalmers Manufacturing Compa 
The device, the bulletin points 
insures adequate closing speed 
breakers during loss of control po 
It is approximately 8 by 4 by 10 ing 
in size and weighs about 40 Ibs. J 
adapted for use on either 13.8 or 
kv “Ruptair” circuit breakers. 
While the safe emergency clos 
device is designed for emergency 
eration of breakers during loss of g 
trol power, it can be used to check 
mechanical condition of the bre 


(Continued on page 31) 





SS 

a it has been removed from the 
la Wwitchgear unit. 
— Copies of the bulletin, “Emergency 

osing Device,” 71B8105, are avail- 

ission Igple on request from Allis-Chalmers 
was (anufacturing Company, 965 S. 70th 
ine of reet, Milwaukee, Wisconsin. 


Tautline Cableways 


AUERMAN Bros., Inc., has issued 
16-page catalog containing photo- 
aphs, sketches and text describing 
pes, Spans, working loads and other 
tails of tautline cableways. Included 
the catalog are illustrations of cable- 
m). @PY applications designed to be of spe- 
h ends’! interest to consulting engineers 
this ted public utilities. 
Copies may be obtained from 
Mauerman Bros., Inc., Department P- 
5, 522 South Clinton street, Chicago 
# Illinois. 


Cleveland Trencher Issues New 
Bulletin on Model 140 Trencher 


‘a NEW 8-page, 2-color bulletin on 
te Cleveland Model 140 trencher has 
een issued by The Cleveland Trench- 
t Company. According to the an- 
puncement, Model 140 has been an 

pistanding performer for over 15 


years on pipelines, water lines, drain- 
age, irrigation, sewer lines and utili- 
ties—on all jobs from 18 to 30 inches 
wide and up to 54 feet deep. 

Special features of the Model 140’s 
design and construction are fully de- 
scribed in the bulletin. Recent action 
photos illustrate the various job ap- 
plications within the scope of the 140. 
The bulletin contains complete dimen- 
sions and specifications including a 
table of digging wheel and crawler 
speed combinations available in Cleve- 
land’s famous multi-speed transmis- 
sion and a table of standard and maxi- 
mum cutting widths. 

Copies of the bulletin may be ob- 
tained by writing to The Cleveland 
Trencher Company, 20100 St. Clair 
avenue, Cleveland 17, Ohio. 


Motorola Promotes Magnuski 


HENRY Magnuski, Motorola’s wide- 
ly recognized engineer, inventor and 
nationally known authority on long- 
distance microwave communications 
systems, has been named associate di- 
rector of research in Motorola’s Com- 
munications & Electronics Division, 
according to Daniel E. Noble, division 
vice president. 

Mr. Magnuski’s inventions span 
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several fields. He developed Motor- 
ola’s famed wartime “Walkie-Talkie,” 
first practical back-pack FM radio, 
and the AN/CPN-6 radar beacon. He 
also designed the first 1,000-mile pri- 
vate microwave system in the United 
States. As Motorola’s research spe- 
cialist in mobile communications, he 
developed the basic circuits of the 
company’s Sensicon receiver for two- 
way radio communication systems, 
and the VHF Cavity Resonator. 

Before his promotion, Mr. Mag- 
nuski had been chief engineer of the 
Microwave Research Department and 
later chief engineer of the Communi- 
cations & Electronics Division Re- 
search Department. 


Self-protected Distribution 
Transformers Described 
In Bulletin 


THE Standard Transformer Com- 
pany, Warren, Ohio, has released a 
new descriptive bulletin on OISC dis- 
tribution transformers with built-in 
surge and overload protective devices. 
Data and photographs on_ sizes 
through 100 KVA and ratings through 
14,400 volts are included. Write for 
Bulletin S-302A. 
(Continued on page 32) 





This is not an offering of these Shares for sale, or an offer to buy, or a solicitation of an offer to buy, any of such Shares. 


The offering is made only by the Prospectus. 


300,000 Shares 


The California Oregon Power Company 


Common Stock 
(Par Value $20 Per Share) 


Price $26.50 Per Share 


Copies of the Prospectus may be obtained from any of the several under- 
writers only in states in which such underwriters are qualified to act as 
dealers in securities and in which the Prospectus may legally be distributed. 


Blyth & Co., Inc. 


Dean Witter & Co. 


The First Boston Corporation 


Eastman, Dillon & Co. 


Merrill Lynch, Pierce, Fenner & Beane 


First California Company 


Incorporated 


Central Republic Company 


Walston & Co. 


(Incorporated) 


March 2, 1954. 


Kidder, Peabody & Co. 
Smith, Barney & Co. 
H. M. Byllesby and Company 


(Incorporated) 


F. S. Moseley & Co. 








Potomac Edison to Spend 
$6,000,000 for Expansion 


HE Potomac Edison Company and 
ts subsidiaries have budgeted ap- 
proximately $6,000,000 for expansion 
and construction of new facilities 
during 1954. 

Included in the budget are funds for 
ompletion and partial completion of 
several large projects over the system 
erritory. Funds also have been ear- 
arked for the expansion and re- 
amping of many transmission and 
distribution facilities. Tentative plans 

all for about 100 miles of new trans- 
mission lines during the year. 


New Bulletin on G-E 
Station-type Arresters 


A NEW 28-page, two-color bulletin 
on station-type arresters has been an- 
ounced as available from the General 
Electric Company, Schenectady 5, 
New York. 

Designated as GEA 1304L, the 
booklet describes the operation and 
design of a new Thyrite (Reg. Trade 
Mark of G-E) magne-valve arrester 
that combines magnetic action and 
valve action. Application information 
and a guide for selection of arrester 
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ratings are provided in the illustrated 
publication. 


Heath Tree Service 
Elects Officers 


HEATH Tree Service, Inc., has an- 
nounced the election of the following 
officers at their annual meeting: Mil- 
ton W. Heath, president and general 
manager ; Elizabeth W. Heath, treas- 
urer ; Charles A. Heath, vice president 
and operations manager. 


New Load Interrupter Switch 
Available from Westinghouse 


A NEW load interrupter switch 
(Type VLB) for line sectionalizing 
and load switching is available from 
the Westinghouse Electric Corpora- 
tion. The Type VLB combines the 
functions of circuit interrupter and 
disconnecting switch ; it will interrupt 
transformer magnetizing currents, 
line charging currents, and load cur- 
rents up to the continuous rating of 
the switch. 

The VLB load interrupter switch 
consists of a standard disconnecting 
switch (Type V) to which is added 
the gas-filled, load-interrupting de- 
vice. Sulfur-hexafloride gas provides 











NEW _ ISSUE 


Blyth & Co., Inc. 








This advertisement is neither an offer to sell nor a solicitation of offers to buy any of these securities. 
The offering is made only by the Prospectus. 


600,000 Shares 


Southern California Edison 
Company 


Common Stock 
($25 par value) 


Price $40.25 per share 


Copies of the Prospectus may be obtained from the several underwriters, including 
the undersigned, only in States in which such underwriters are qualified to act 
as dealers in securities and in which the Prospectus may legally be distributed. 


The First Boston Corporation 
Merrill Lynch, Pierce, Fenner & Beane 


William R. Staats & Co. 


March 2, 1954 


Dean Witter & Co. 
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a highly effective interrupting meg of 
dium, yet is not consumed and doeg ‘ta 
not deteriorate appreciably duringvati 
circuit interruption. Biel 

The gas-filled interrupter is gS 0 
parallel-connected unit which carrieg°P" 
current only during the interrupting!"Tit 
interval. It is porcelain-clad, gasmtk 
sealed, and requires no external sup eet, 
ply of gas or other auxiliary appa PRL 
ratus for operation. 

The switch is available in voltage i 
from 7.5 to 115 kv, with a continuouggEC 
current rating of 400 and 60@500 
amperes. rntly 

For further information, writ he J 
Westinghouse Electric Corporationjinpar 
30x 2099, Pittsburgh 30, Pa. Df tl 
tct101 


W. D. Sullivan Named ec 


Vice President of B & W ff 


W. D. SULLIVAN has been electedffists 
a vice president of The Babcock ggmis« 
Wilcox Company and placed  irgonst 
charge of the manufacturing depart#&L 
ment of the company’s Boiler Divi 
sion, according to an announcemenf 
by M. Nielsen, vice president it 
charge of the division. Mr. Sullivan 
was formerly regional manager of thé 
manufacturing department and his ap+ 
pointment fills a vacancy created by 
the promotion of Mr. Nielsen whd 
was formerly in charge of the manu/ 
facturing department. 




















































































Large Distribution Transformer | 
Booklet Available from 
Westinghouse 


LARGE distribution transformerg 
(250-500 kva) designed to cope witlf 
increased load densities on distribug 
tion systems are discussed in a new 
booklet available from the Westing+ 
house Electric Corporation. 

Constructional and standardizatio 
characteristics of these distributiot 
transformers (Type SL) are de} 
scribed and related to economic han} 
dling and operation procedures. i 

For a copy of Booklet B-6134, writ¢ 
Westinghouse Electric Corporation 
P. O. Box 2099, Pittsburgh 30, Pag 





Uses of Payloader Tractor- 
Shovels Shown in Booklet 


THE Frank G. Hough Company hag 
just released a fact-filled booklet de 
signed to be of interest to public utilit 
officials charged with the maintenance 
of distribution facilities. The man 
uses of “Payloader” tractor-shovel 
are shown by means of many on-the 
job action photographs. Views of ac 
tual maintenance operations on th 


(Continued on page 33) 
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1 an of electric, gas, water, telephone 
1d doeg# transportation utilities illustrates 
duringavariety of ways that “Payloaders” 

® helping boost output and lower 

is gas on their work. 

carriegeopies of the booklet can be secured 
rupting|"titing for form No. 262 to The 
1, gasmnk G. Hough Company, Seventh 
eet, Libertyville, Illinois. 


al sup# 
’ appap&L Has Record Construction 
roltage Budget 


tinuouggECORD construction budget of 
d 60@500,000 for 1954 was announced 
tly by E. H. Werner, president 
writ@the Jersey Central Power & Light 
orationginpany. 

Mf the $18,500,000 in new con- 
Action for 1954, $8,700,000 would 
Bpent for new generating facilities, 
50,000 for transmission lines, $2,- 
000 for substations, $4,200,000 
electeflistribution facilities and $650,000 
cock gmiscellaneous projects. 

‘ed jqponstruction expenditures of 
depart#P&L from the end of World War 












| 
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II to the end of 1953 and projected 
through 1956 amount to nearly $120,- 
000,000 or about four and one-half 
times the company’s gross revenues 
for 1953. 


National Electric Products Offers 
New Cable for Farm Use 


NATIONAL Electric Products Cor- 
poration has introduced a new Type 
UF (underground feeder) electrical 
cable which is said to be particularly 
well-suited for use on farms and in 
rural areas, 

Called “Nepconol” Type UF Cable, 
National’s new product is said to be 
the most economical cable for direct 
burial underground. Available in 
single conductor in sizes 14 through 
4, the standard color is black. In two- 
conductor, with or without ground 
wire, and three-conductor, it is avail- 
able in size 14 through 10 for branch 
circuit and feeder services; the stand- 
ard color is ivory. 


Central Hudson Gas & Elec. 
Dedicates First Power Plant 
Run by N. Y. City-Water 


A NEW $3,860,000 hydro-electric 
plant, the first ever to use a part of 
New York City’s drinking water to 
generate power for sale to private con- 
sumers, was formally dedicated re- 
cently by Central Hudson Gas & Elec- 
tric Corporation. 

Constructed at the outlet of a giant 
underground tunnel connecting two 
New York City reservoirs in the heart 
of its upstate Delaware watershed, the 
new 25,000 kilowatt generating plant 
will by agreement with the city re- 
ceive without chargé a daily quota of 
105,000,000 gallons of water to gen- 
erate power for use in the company’s 
mid-Hudson valley system. After 
passing through the plant the water 
will continue on its way through the 
city’s aqueduct system to a reservoir 
in Westchester County where it will 
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GREGORY & SON 


INCORPORATED 
















March 2, 1954 





DICK & MERLE-SMITH 
R. W. PRESSPRICH & CO. 
BAXTER, WILLIAMS & CO. 
WM. E. POLLOCK & CO., INC. 
VAN ALSTYNE, NOEL & CO. 
BURNHAM AND COMPANY 
STERN BROTHERS & CO. 
GREEN, ELLIS & ANDERSON 


This announcement is not an offer to sell or a solicitation of an offer to buy these securities. 


The offering is made only by the Prospectus. 


$30,000,000 


Houston Lighting & Power Company 
First Mortgage Bonds, 3% Series due 1989 


Price 102.189% and accrued interest 


The Prospectus may be obtained in any State in which this announcement is circulated from only such 
of the undersigned and other dealers as may lawfully offer these securities in such State. 


HALSEY, STUART & CO. Inc. 





SHEARSON, HAMMILL & CO. 
COOLEY & COMPANY 





IRA HAUPT & CO. 


LADENBURG, THALMANN & CO. 
SCHOELLKOPF, HUTTON & POMEROY, INC. 
NEW YORK HANSEATIC CORPORATION 
AUCHINCLOSS, PARKER & REDPATH 


THE ROBINSON-HUMPHREY COMPANY, INC. 
FIRST OF MICHIGAN CORPORATION 
SINGER, DEANE & SCRIBNER 


Due March 1, 1989 





BACHE & CO. 
G. H. WALKER & CO. 
COURTS & CO. 
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eventually help slake the thirst of mil- 
lions of New Yorkers. 

The agreement is for a period of 50 
years, at the end of which time owner- 
ship of the powerhouse and related 
facilities will be transferred to the city. 

“At a time when the issues of the 
further extension of government into 
the power business are being debated 
on a state and national level, this 
agreement is an outstanding example 
of cooperation between an investor- 
owned utility and a governmental body 
in solving a common problem mutually 
advantageous to all,” Ernest R. Acker, 
Central Hudson president, said. 

He pointed out that the codperative 
relationship between Central Hudson 
and the New York City Board of 
Water Supply dated back to 1909, the 
year construction of the aqueduct sys- 
tem in the Catskills was started. 


FPC Authorizes $176,659,963 in 
Facilities in Last Half of 1953 


DURING the last six months of 1953 
the Federal Power Commission issued 
certificates authorizing the construc- 
tion of natural gas transmission facili- 
ties which include 1,909 miles of pipe- 
line and have an estimated total con- 
struction cost of $176,659,963, accord- 
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ing to Jerome K. Kuykendall, chair- 
man. 

The new facilities are designed to 
add nearly 3 billion cubic feet of daily 
delivery capacity to the Nation’s in- 
dividual transmission systems, Chair- 
man Kuykendall reported. 

The report shows that approximate- 
ly $143,445,317 of the total construc- 
tion cost was for major projects— 
those estimated to cost $700,000 or 
more. These major projects are ex- 
pected to benefit 62 cities of 50,000 
population or over in 11 states and the 
District of Columbia as well as numer- 
ous small communities. 


$15,302,000 Program Proposed 
By Atlantic City Electric 


ATLANTIC City Electric Company 
plans a $15,302,000 construction pro- 
gram during 1954, according to B. L. 
England, president. Included in the 
program is the sum of $6,600,000 to 
substantially complete the installation 
of a 75,000 kilowatt unit at Deepwater 
station. Approximately $1,000,000 
will be spent on the completion of the 
station early next year so it may be 
put on the line in January or February, 
1955. 

The company also plans to spend 











March 9, 1954. 








These Securities were placed privately for investment through the undersigned. They are not 
offered for sale, and this announcement appears as a matter of record only. 4 


$7,000,000 
Eastern Utilities Associates 


Twenty-Five Year 
Collateral Trust Bonds 


Kidder, Peabody & Co. 





















$1,936,000 this year for a 132,000 
transmission line from Deepwate 
Ocean City substation, stretch 
across New Jersey from the Delaw 
river to the Atlantic. It also plans 
double an existing 66,000 volt 
from Deepwater to the vicinity 
Pleasantville, N. J. 




















Gas Industry to Hold Sixth 
National Personnel Conferenc 


MORE than one hundred top ind 
trial relations executives from gas 
electric utilities and pipeline cq 
panies will meet in Chicago on A 
15-16, for the sixth national personj 
conference of the gas industry. 7 
meeting will be held under the auspi 
of the General Management Sectiog 
the American Gas Association, 7 
joint sponsors of the conference 

the Personnel Committee, the G 

Lakes Personnel Conference, and 

Midwst Personnel Conference of 

American Gas Association and 

Employee Relations Section of 

Southern Gas Association. 

The program will offer excell 
speakers who are qualified to pres 
pertinent topics of especial interest 
management executives. 
























New Rome Weatherproof 
Has Outer Braid of Fibergl: 


A NEW type of Weatherproof Wi 
in which the outer braid is glass yz 
has been announced by the Ro 
Cable Corporation, of Rome, } 
York. 

This new glass-covered wire is n 
available in Triple Knit Weatherprd 
Wire in sizes #14 through 4 AW 
put up in a special wholesaler’s 5{ 
coil package. 

According to the manufacturer, 
glass outer braid is inherently resisté 
to moisture, heat, chemical action, a 
abrasion. The glass yarns are said! 
have a tensile strength several tim 
higher than comparable organic fibé 
and retain that strength indefinitd 
The fibers are not affected by oils, 4 
are resistant to most chemicals, m@ 
ing the braid an exceptionally duraf 
support for asphalt coatings, and gif 
an especially valuable advantage | 
locations where chemical vapors 4 
prevalent. i 

The application of glass braid} 
Weatherproof Wire is the culminat 
of several years of research conduc 
by the Rome Cable Corporation a 
the Owens-Corning Fiberglas 
poration. As a result of this researc 
special “Electrical Grade” of glass 
developed, with exceptional weath 
resistant properties. 
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FOSTER ASSOCIATES 
CONSULTANTS TO PUBLIC UTILITIES AND COMMON CARRIERS 


FAIR RETURN RATE CASES MARKET ANALYSES 
RATE DESIGN COST ANALYSES FINANCIAL ANALYSES 





88 CHESTNUT STREET, RIDGEWOOD, N. J. 








GIBBS & HILL Ino. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 
NEW YORK — LOS ANGELES 
INDIANAPOLIS — SAN ANTONIO 











ENGINEERS ° CONSULTANTS ° CONSTRUCTORS 


READING, PA. 


© WASHINGTON © ROME 
FOUNDED 1906 © PHILADELPHIA @ MANILA 


@ NEW YORK @ MEDELLIN 


G GILBERT ASSOCIATES, INC. 














W. C. GILMAN & COMPANY 
CONSULTING ENGINEERS 
Valuations — Depreciation Studies — Rate of Return 
Investigations and Reports for Financing 
Transit and Traffic Surveys — Fare Studies 
55 Liberty Street New York 5 








JAY SAMUEL HARTT 


CONSULTING ENGINEER 
327 Seuth LaSalle Street e CHICAGO e Telephene HArrison 7-8893 


Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing; Other Problems of Management, Engineering and Finance. 














CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


134 So. LaSalle Street Chicago 3, Illinois 








GuSTAV HIRSCH ORGANIZATION, INC- 


1347 West 5th Ave., Columbus (12) Ohio 
Telephone Kingswood 0611 


Consulting and Supervisory Engineers and Contractors 








Construction and Operation of Utility Enterprises 








Mention the FortNicHtLy—It identifies your inquiry 





36 


PUBLIC UTILITIES FORTNIGHTLY—MARCH !8, | 





MARCH 





PROFESSIONAL DIRECTORY (continued) 





HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 


1884 HOLLY AVENUE ° COLUMBUS, OHIO 











JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—INVESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS — REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 








She huljian lopovalion 


ENGINEERS ° CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION e MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 29, PA. 








William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
dai Utility Management Consultants Specializing in REGULATORS 
ona COST ANALYSIS ua 
for past 35 years 
Send for brochure: ‘'The Value of Cost Analysis to Management"' 











N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 








120 Broadway New York 

RATES TAXES 
SAFETY MIDDLE WEST FINANCE 
PENSIONS INSURANCE 
BUDGETING SERVICE ADVERTISING 
PERSONNEL co ACCOUNTING 
ENGINEERING ° SALES PROMOTION 

20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 


STOCK TRANSFER 











Pioneer Service — Co. 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 


CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 





231 SOUTH LA SALLE STREET 
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i >> Complete Services for Gas 
Industry's 4. ~4 and Electric Utilities * Designing 
Parine A’ (SF. PYItChard & co. “tnsineering + Construction 

« Alterations « Expansions 
for Progress ENGINEERS ® CONSTRUCTORS danas taniage Wen 








— ¢ Piping ¢ Equipment * Steam 


© Dept.415, 210W. 10th St.,Kansas City5,Mo. oF Diesel Power Plants 












THE RUST ENGINEERING CO. 


PITTSBURGH 19, PA.* BIRMINGHAM 3, ALA. 
Offices in Principle U.S. and Canadian Cities 
Power Plant Design and Construction 
Boiler Settings © Chimneys © Equipment Erection 
Also sliding form work, refractory brick-work and insulation, soil compaction, other specialties. 














SANDERSON & PORTER 
—— 


CONSTRUCTORS 


& 

















Sargent & Lundy 
ENGINEERS 


Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 


Chicago 3, Ill. 

















The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 


Consulting Engineering 
NEW YORK 4, N. Y. 





80 BROAD STREET 











Whitman, Requardt and Associates 
Publishers of the 35-year-old 


DESIGN — CONSTRUCTION HANDY-WHITMAN INDEX 
for Public Utility 


REPORTS — VALUATIONS Construction Cost Trends 
Including Hydro-Electric Properties 


1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
f 














Mention the FortNicGHtLy—I¢t identifies your inquiry 
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ALBRIGHT & FRIEL ING. 


c iting 4 gi 


Water, — 4 and Industrial Wastes Problems 
Refuse Incinerators, Dams 
eae Plants, Flood Control 
industrial Buildings 
City Planning, ag oe Appraisals and Rates 
ratory 





121 SOUTH BROAD ST. PHILADELPHIA 7 








LARAMORE AND DOUGLASS, INC. 


CONSULTING ENGINEERS 


POWER PLANTS 
TRANSMISSION DISTRIBUTION 
DESIGN—REPORTS—APPRAISALS—RATES 


79 East Adams Street Chicago 8, Illinois 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies 


910 Electric Building Indianapolis Ind. 








LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSayig St., Cxicaco 








ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS AnD SERVICE CO. 


327 So. LaSalle St., Chicago 4, lIL 





LUTZ & MAY 


Consulting Engineers 


ST GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGN—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 




















GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 


investigations—Roports—Appraisals 
Original Cost and Dopreciation Studies 
Rate Analysee—Iinsurance Surveys 








A. S. SCHULMAN ELEctric Co. 
Electrical Contracting Engineers 


TRANSMISSION LINES—DISTRIBUTION—POWER 
STATION—I NDUSTRIAL—COMMERCIAL 
INSTALLATIONS 


CHICAGO Los ANGSLES 











FRANCIS S. HABERLY 


CONSULTING ENGINEER 


Valuations — Depreciation 
Iuvestigations and Reports 


122 SouTH MICHIGAN AVENUB, CHICAGO 








SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 











JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 





DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS — EXAMINATIONS — APPRAISALS 
MACHINE DESIGN — TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 








Representation in this Professional Directory 
may be obtained at very reasonble rates. 
Kindly address inquiries to: 
ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
309 Munsey Building 
Washington 4, D. C. 








EAeerny 


H 18, | 
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custom-built 
transmission 
line towers 


engineered to your 


job by BLAW-KNOX 


Based on some forty years in designing and 
building towers, we offer you technical knowl- 
edge and field experience that assures- 


@ engineered product of sturdy construction 
—custom-built to your requirements. 


@ high quality fabrication—for easy erection 
in the field. 


Our engineers will work closely with your consult- 
ants or your own engineers throughout the entire 
project. Or, if desired, we'll handle the complete 
project, from your original rough sketches to fin- 
ished product. 

Just let us know your requirements. We’ll be 
glad to study them and offer you a quotation. 


BLAW-KNOX COMPANY 
PITTSBURGH 38, PENNSYLVANIA 
BLAW-KNOX EQUIPMENT DIVISION © TOWER DEPARTMENT 


TRANSMISSION 
TOWERS 


Steel transmission towers, self-supporting 
type custom-built for transmission lines, 
132KV or above... (and antenna tow- 
ers—- guyed and self-supporting types 
—for AM « FM e« TV « microwave e 
communications « radar) 


BLAW-KNOX Strain Tower on single- 
circuit 220 KV transmission lines of 
Pennsylvania Water & Power Co. 







































| NEW INTERNATIONAL MEDIUM-DUTY 
FOUR-WHEEL DRIVE TRUCKS | 


For Off-Highway or Highway Operation 


Now, INTERNATIONAL Truck advanced models are built for the toughest ing 
engineering makes possible another de- of work. Like every INTERNATIO ‘Lj 
velopment in transportation efficiency— _ they give the low operating and mz 1te 
two new medium-duty four-wheel drive nance cost and long life that have: ad@ 
models that open new possibilities for INTERNATIONAL the heavy-duty : aleg 
truck operators in scores of fields. leader for 21 straight years. 


You can haul men, tools, equipment to 
any job—through mud, sand, and snow— 
over terrain where conventional trucks 
can’t go. With front axle disengaged, you 
can operate normally on the highway. 


These new INTERNATIONAL 4x4m de , 
have the stamina, ruggedness, and ve 
satility for the toughest jobs. See ong 
today. See how it fits your work. ‘imé 
payments arranged. See your INtTr 3Ns 
Tough-jiob engineered. These new _ TIoNnat Dealer or Branch for all the: acts 


INTERNATIONAL HARVESTER COMPANY e CHICAGG 








New INTERNATIONAL R-160 (4x4) with publi¢ 
utility equipment, including front-end winch. GV 
rating, 11,000 Ibs. Famous Comfo-Vision cab. 
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Brief Two chassis models. Model R-140 (4x4)—130-inch wheel- Eight forward speeds, two reverse. Transmissic 1 hés 
base, 60-inch CA; 142-inch wheelbase, 72-inch CA, GVW four forward speeds, one reverse, with 2-speed tr. nsf¢@f 


omega rating 11,000 Ibs. Model R-160 (4x4)—154-inch wheel- _case. 
° w base. 84-inch CA; 172inch wheelbase, 102inch CA Easil i i - 9s 
: ’ ’ y converted for highway use. Special tr 1s 
INTERNATIONAL GVW rating 15,000 Ibs. case permits disengaging front axle for normal 2. ’h cel 
medium-duty All-truck power. Model R-140 (4x4), 100-hp. Silver Dia. | Urive operation. 
4x4 models mond 220 valve-in-head engine. Model R-160 (4x4), 108- Transmission power take-off openings on rig! ar 


hp. Silver Diamond 240 valve-in-head engine. left side to handle front-mounted winch. H 


International Harvester Builds McCORMICK® Farm Equipment and FARMALL® Tractors... Motor Trucks... Industrial Power...Refrigerators and 2ez@h 


Better roads mean a better A 


[1.| INTERNATIONAL TRUCK 


“Standard of the Highway” 
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